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FORMATIVE PEACETIME ENGAGEMENT
WORKSHOP REPORT

Bradd C. Hayes
Theophilos C. Gemelas

The content and conclusions presented in this report are the sole responsibility of the
authors and should not be deemed to reflect the official position of any U.S Government
department or agency.



PREFACE

This paper is the first in a series of reports that will explore the concept of formative
peacetime engagement. This multi-year project is sponsored by the Commander, U.S.
Nava Forces, Europe (CNE), and will examine the utility of cross sector partnerships as
a vehicle to address sources of change that lead to crisis or instability. CNE’s intent is to
prevent or mitigate crisis by understanding the root causes of instability. Project leaders
are Professors Theophilos C. Gemelas (401.841.4055 or gemelast@nwc.navy.mil) and
Bradd C. Hayes (401.841.2021 or hayesb@nwc.navy.mil) of the U.S. Naval War College
located in Newport, Rhode Island. The report is also available via the Naval War College
web site at www.nwc.navy.mil/cnws.

Specia appreciation and gratitude is extended to The Aspen Institute for use of its
facility, and to Sharee Caverley and Mary McKinley of the Aspen staff for their
generous assistance.
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I ntroduction

Critics of recent U.S. foreign policy are using the end
of the Kosovo crisis as atime to reevaluate Americas
interests and how it should use its armed forces.
Pundits feel the timing is especially propitious since
many of the current crop of presidential candidates
are just beginning to formulate their own foreign and

: 4 7 defense policies. According to The Economist, four
lines of criticism are receiving the most attention. First, the United States "has spent too
much time seeking to shape other countries' internal politics.” Second, it "has spent too
much time on ad hoc humanitarian interventions and not enough on the traditional
concern of great powers ¥ relations with other powers.” Third, quoting Henry Kissinger,
"The armed forces have become the instrument of choice" in conducting foreign policy.
Finally, even those who are "broadly sympathetic to the principle of humanitarian
intervention ... think it has been too crudely applied."* If these trends represent a growing
consensus among politicians, then the military should expect to be involved in fewer
Kosovo-type interventions in the near term; thus, begging the question, "what will the
military be doing?'

In partial answer to this question, the staff of the
Commander in Chief, U.S. Naval Forces, Europe, (CNE)

requested Naval War College (NWC) assistancein oy, ANATIONAL
examining a new concept for peacetime engagement. A Sy
Their interest is based on two interconnected factors. ™ o ENTURY

First, the United States National Security Strategy
identifies "engagement” as one of Americascritical
challenges. Not al "engagement,” however, is of the same
nature, character, or importance % as will be discussed
below. The second factor involves resources. Military
resources are declining even though the number of OCTOBER 1998
operations they support
remains high. Crisis
response makes greater
demands on military resources than normal peacetime

operations. By dealing with the root causes of
instability that lead to crisis, and the resultant large
expenditures of military assets, the CNE staff believes
that pre-crisis engagement will enhance peace and
stability in the region and save irreplaceable military
resources.

g TP

¥

As noted above, not all engagement is of the same nature or importance. During the Cold
War, operational engagement with allies remained one of the Navy's top priorities.

1 "Where do America'sinterests lie?' The Economist, 18- 24 September 1999, pp. 29- 30.



Although maintaining ties with traditional friends and alliesis critical, for the most part,
these relationships require a steady hand rather than new programs. At the same time,
new engagement strategies must be developed for emerging U.S. interests in the new
strategic environment. For example, the priority for engagement activities with newly
independent states increased following the Cold War, as did the priority for engagement
activities in areas that form today's regions of crisis. Not only are traditional engagement
patterns lacking in these areas, the type of engagement required is much different. CNE
refers to this new focus as "formative engagement.”

In conducting formative peacetime engagement, CNE wants to look beyond traditional
kinds of engagement activities (such as routine port calls, military exercises, small
community assistance projects, and the like) and explore the value of establishing
partnerships across a number of communities. Its goal isto determine if such partnerships
could achieve Americas foreign policy objectives as well as benefit developing countries
by lending support to orrgoing indigenous projects that are aimed at mitigating the
underlying causes of crisis. Leveraging limited military capabilities by supporting others
(that is, interested parties in diplomatic, commercial, international and non governmental
circles), may help to achieve this goa by exploiting common areas of interest,
cooperating to the maximum extent possible, and addressing problems before they lead to
crisisand conflict.

As afirst step, the Naval War College organized a workshop to
examine opportunities created by partnering with other U.S.
Government programsin a selected region % in this case, the
Black Sea. The workshop was held at The Aspen Ingtitute in
Washington, DC, on 22 September 1999, and participants
represented a number of U.S. military and government

officials [see Appendix Al. THE ASPEN | INSTTTUTE

The Black Sea region was selected as the area of focus because, when the CNE staff first
began thinking about the problem of formative peacetime engagement, it was estimated
that the Caucasus region contained vast oil reserves that could rival those of the Persian
Gulf. Even though that forecast proved inaccurate, for research purposes the study focus
remained the same.

Most of those approached to participate in the workshop were enthusiastic about the
concept and believed CNE had a vision that deserved serious examination. In his 1998
national security strategy, President Bill Clinton insisted, "We must be prepared and
willing to use all appropriate instruments of national power to influence actions of other
states and non-state actors. Today’s complex security environment demands that all our
instruments of natioral power be effectively integrated to achieve our security objectives.
We must ... remain the preferred security partner for the community of states that share
our national interests."> He went on to declare that the alternative to engagement was not
withdrawal but submission. The integration of national power called for by the President

2 A Security Strategy for a New Century, The White House, October 1998, p. 1.



cannot be achieved without the establishment of cross-sector partnerships and integrated
coordination.

In examining current U.S. foreign policy, Dr. Francis Fukuyama identified three
underlying principles that guide it. First, Libera democracies tend not to fight one
another; therefore, enlarging the democratic "zone of peace" can enhance security. He
further notes, "It is liberalism more than democracy that is the true institutional basis for
the so-called democratic peace." Second, the best means of promoting democracy is
through economic development. Fukuyama points out that, “development ... hasa
critical impact on the likelihood that democracy will be stable: above a level of $6000 per
capita GDP in 1992 parity purchasing power, there is not a single historical instance of a
democratic country reverting to authoritarianism." Finally, the best way to promote
economic growth is to integrate a country into the liberal capitalist trade and investment
regime. Although financial development is well outside the ken of the military, the
impacts of such development directly effect the security environment. "Movement in one
area," Fukuyama contends, "[is] expected to promote movement in another ... which
would then enlarge the democratic zone of peace and promote the security of those
nations inside it."

Given the mission of engagement by the Commander in Chief and examining the
underlying principles of American foreign policy, CNE determined there was room for
improvement in meeting those imperatives. The process now underway is designed to
determine which courses of action appear most feasible, appropriate, and effective.

The next section of this report covers observations made by participants during the
workshop as well as observations made by the moderators. The final section of the report
provides some conclusions and specific recommendations drawn from the workshop.

3 Francis Fukuyama, " Second Thoughts: The Last Man in aBottle," The National Interest, Summer 1999,
pp. 16- 27.



Workshop Objectives and Results

When it was determined that a workshop of U.S. Government departments and agencies
would be beneficial, the following goals were established:

Understand the dynamics of cross-sector engagement

Establish partnerships with other U.S. Government departments and agencies
Identify currert U.S. Government programs underway in the Black Sea region that
could form the basis of potential partnerships (see Appendix B)

Understand the capabilities and resources that other U.S. departments and agencies
bring to aregion

Solicit ideas about program implementation

Identify benefits, limitations, and concerns about the concept

Explore ways to measure engagement

effectiveness The Purpose of Formative
Engagement

The workshop opened with an overview of
the current CNE theater engagement
strategy in order to provide nor
Department of Defense personnel with an
understanding of current naval activitiesin
the European theater. Accompanying this
briefing was another that outlined the
characteristics and objectives of formative
peacetime engagement.

« Toassist foreign
ECONOMIC governments and other

=5 :%’% l international actors
A A
) \
‘%‘ Engagement ... -

4 *While achieving U.S.

isthe use of deployed , POLITICAL national security
\ ilitaryforca ‘ : objectives....

I‘ SECURITY « Without combat

Department and Agency Per spectives

Following the initial presentations, participants were asked briefly to describe the
programs their organizations were conducting in the Black Sea region and to comment on
the possibility of establishing partnerships in the region.

The Customs Service discussed it Border Security and Law Enforcement
Assistance Program with the Republic of Georgia, a highly successful
program that was again mentioned by Ambassador William B. Taylor

738 during his keynote address.* The four-fold focus of this program is to: first,
strengthen the infrastructure (including the Coast Guard) on Georgia's Black Sea coast,
especially the port of Poti; second, strengthen the Georgian Border Guard; third, enhance
its export controls; and, finally, aid in legal and regulatory reform. This program already
enjoys broad inter-agency participation including (in addition to the U.S. Customs
Service): the Department of Defense, the U.S. Coast Guard, the Department of Energy,
the Department of Commerce; the Defense Threat Reduction Agency; and others. It was

4 Ambassador Taylor leads the Department of State's office that coordinates all U.S. Government assistance
to and cooperative activities with the New Independent States of the former Soviet Union.



noted that one essential key to the success of the program was the participation and
partnership of host nation agencies.

Participants from the Office of the Secretary of Defense (OSD) and the Joint
Staff noted that some current engagement activities, such as the SEA BREEZE
exercise and OPERATION HANDCLASP, could be expanded to incorporate the

= partnership approach under consideration by CNE. They also noted that
NATO has placed aliaison officer in Kiev who could be used to help coordinate alied
engagement activities.

Participants from the U.S. Agency for International Development (USAID)
—g=g— brought with them alisting of AID initiatives in the region (see Appendix C).
$ These include: health partnerships; child survival programs; maternal health
Fﬁ’ﬁlﬂ, programs; power sector restructuring i_niti _atives; energy efficiency programs;

election support programs; support to indigenous non governmental
organizations (NGOs) and municipal associations; and grants and loans to small and
medium enterprises. In support of U.S. foreign policy, USAID objectives in the region
include: economic restructuring, democracy building, enhancing the rule of law, and
social transition. They posited that USAID's best contribution to formative peacetime
engagement would be in helping to find ways that the U.S. military could support
existing development programs. The Office of Transition Initiativesin AID was
recommended as an excellent contact since it has an operational bent and deliberately
focuses on the interagency process and NGO coordination.

The representative from the U.S. Information Agency (USIA) discussed an
extremely successful program his agency has conducted in partnership with
the Commander in Chief, U.S. Pacific Command (CINCPAC), for nearly a
decade. The 3-week- long Southeast Asia Seminar (SEAS) brings together
middle- to upper-level military and civilian personnel from Asian countries
to learn about U.S. interests in Asia and to form networks of individuals throughout the
region. Over the course of the program, participants learn about U.S. security concerns
and foreign policy aims. They also get to discuss their own countries' concerns and form
lasting bonds. The program has been so successful (having over 250 graduates) that
CINCPAC has decided to expand the program.

One of the most promising short-term initiatives was presented by the
representative of the Department of Energy. The department has been trying
to establish regional oil spill response plans for the Black Sea and have
involved a number of U.S. departments and agencies including the
Department of Defense and the Coast Guard. The goals of the program
include promoting regional cooperation, supporting energy security, and raising
awareness of links between sustainable economic growth and the consequerces of poor
economic policies and practices. The department is also working to establish regional
environmental databases and to set up transnational scientific cooperation.




g EP The Environmental Protection Agency (EPA) isinvolved in similar

AT 4 environmenta programs in the region. In fact, the EPA is the
coordinating agency for NATO's Committee on the Challenges of

Modern Society. Under the leadership of Turkey, the Committee has completed an
inventory of activities taking place in the Black Sea. Asaresult, the lack of adequate
coastal management has been underscored as a problem. The Navy will represent the
United States on a short-term project addressing this issue. Under Georgia's leadership,
the Committee will be sponsoring a conference on pipeline security. Pipeline security is
one area where there is a natural partnership between the military, commercial, and
public sectors. The EPA representative noted that programs such as the Northern
European Initiative with its Great Lakes/Baltic Sea Partnership provide a good template
for partnering agreements elsewhere.

& The Coast Guard noted that it is active in a number of areas including those
mentioned earlier. Its programs include: vessel traffic management
schemeﬁ; port infrastructure development; environmental prevention and
i response activities; maritime law enforcement; and ship visits. The USCG
cutter Dallas recently visited the Black Sea. In many ways, the Coast Guard is
a better fit for exchanges with the maritime forces of smaller states. As the lead agency
for U.S. participation in the International Maritime Organization, the Coast Guard is able
to maintain good relations with almost every maritime country in the world.

Participant Observations

Ambassador William B. Taylor, Coordinator of United States Assistance
to the New Independent States, delivered alunchtime address during
which he pledged his support for CNE's formative peacetime engagement
concept. He underscored the importance of the Black Sea region for the

e United States but also noted that initiatives there had the potential of
damaging relations with Russia. Involving Russia as a partner in as many initiatives as
possible will help with bilateral relations as well as improve the chances of completing
successful operations. The Ambassador discussed some of the challenges of interagency
cooperation, but reiterated the importance of coordinated programs. Although he
emphasized keeping the highest levels of individual departments informed of specific
projects, he encouraged broad cooperation and coordination at the operational level. He
emphasized that U.S. country ambassadors are the critical links for making the formative
engagement process work.

Following the Ambassador's comments, participants spent the afternoon examining in
more detail some of the case studies presented during the morning session. Out of these
discussions came a number of observations that achieved consensus among participants.

The for mative peacetime engagement process must be institutionalized.
Participants representing the development community stressed this point throughout
the workshop. Development practitioners understand that change is often slow and



requires long-term commitment to see projects successfully through.
Since military formative engagement participation will be both periodic
and short-term, its impact will only achieve optimal effectivenessif the
process is institutionalized. Commander in Chief, European Command,
(EUCOM) isthe logica organization to coordinate the program within
the theater.

Engagement activities should be assigned priorities. Foreign assistance and
military resources are insufficient to address every need in every country. As aresult,
assistance triage needs to be conducted and projects with the
greatest potential need to be assigned the highest priority for
support. If the formative peacetime engagement concept is
implemented and eventually expands to all regions of EUCOM's
area of responsibility, assigning priorities will be even more
important.

Cooperation, coordination and communication with partners and host nations
are essential. Although this observation appears to be a platitude as obvious as "you
should love your mother,” ineffective cooperation, coordination,
and communication continue to haunt most operations. One need

not delve too far into the interagency process to redlize that the wrld viston
United States has significant internal problemsin this area

That being the case, it should come as no surprise that such [ )
problems plague operations involving non-U.S.

participants as well. In the past, the military's record of ") MEDECINS
cooperation and coordination with NGOs has left much SANS FRONTIERES

to be desired. In fairness, however, both sides must share the blame. OPERATION
PROVIDE COMFORT in northern Irag was a magjor turning point for improved
cooperation and coordination. Participants noted that the United States would do well
to adopt Canadian policies for the establishment and conduct of civil-military
operations centers. They also noted that as important as good
partner relationships are, relationships with host governments
are even more important. One must keep in mind that the goal
of formative peacetime engagement is the stabilization and
long-term development of the country. Unless it regards the
program as its own, the chances of a program succeeding are

minimal at best.

Takeinto account therelationship between security and development. As noted
earlier, most analysts have come to readlize that politics, economics, and security are
so interconnected that it no longer makes sense to consider them mdependently It
was CNE's recognition of this fact that prompted them to
explore the formative peacetime engagement concept.
There will undoubtedly continue to be great debate over
how deeply America's armed forces should be involved in
development activity. During crisis interventions such




activity is inevitably and pejoratively labeled "mission creep.”® Such "mission cringe"
cannot be permitted to impinge on the thinking of those involved in formative
engagement or the foundation of the concept will be eroded.

Results not outputs should be pursued. It is easy to count things. It is much more
difficult to measure the impact that a program has on a country. Selecting appropriate
measures of effectiveness (MOES) is both difficult and critical. For example, one
could easily count the number of small arms confiscated in a given community, but
the impact of such actlwty is left undetermined. However, if there were no markets
open or children playing in the parks prior to the
program, selected MOES might be the number of shops
that reopen or the number of soccer games being held on
agiven day. If desired outputs can be determined before
an operation, it becomes easier to design an effective

course of action.

Conclusions and Recommendations

Hearkening back to the criticisms leveled against U.S. foreign policy at the beginning of
this report one would think that the formative peacetime engagement process would
receive wide political and popular support. As opposed to seeking to shape another
countries internal politics, formative engagement is focused on improving conditions
within that country. This approach accepts the notion that by changing the underlying
conditions, a country's course can be altered for the better 3 but atered internally, from
the ground up, without outside interference. Formative engagement aims at preventing
complex emergencies, which releases the military from spending too much time on ad
hoc humanitarian interventions and not enough on the traditional concern of great powers
¥, relations with other powers. Although an important mission for the military, it will
never be aprimary mission. Diplomacy and aid will reassume their rightful spots as the
principal instruments of foreign policy. Finaly, as envisioned, formative engagement
requires assistance triage to be undertaken so that scarce resources are applied where they
can best serve U.S. national interests.

In to ensure that this occurs, participants made the following specific recommendations
concerning the implementation of the process:

Establish close coordination with country teams. As Ambassador Taylor noted
during his keynote address, support of U.S. embassies in target countriesis critical to
making any formative engagement program work. The country teams are the crucia
links to host governments. Unless host governments adopt and support development
programs as their own, programs will either atrophy or die. The embassy should be
the starting point of the process and not away station. Another specific

® For amore compl ete discussion of this phenomenon, see Bradd C. Hayes and Jeffrey . Sands, Doing
Windows: Non-traditional Military Responsesto Complex Emergencies (Washington, DC: CCRP, 1998),

pp. 237- 43.



recommendation in this area was for CNE to expand its Naval Attaches conference to
include formative engagement planning.

Tietogether existing programsrather than create new ones. As Appendices B and
C demongtrate, there is no shortage of programs into which the military cantie. In
fact, there is such a plethora of programs that the military will never be able to
support them all. Careful planning with the embassies, NGOs, international
organizations, and others will help sort out which programs should receive the highest
priority for assistance. As the process becomes more robust, even greater good can be
accomplished by partnering with friends and allies. Searching proactively for such
opportunities should be one of the cornerstones of the process.

Test the concept using specific programs. As the evidence mounts that the
formative engagement process is worth pursuing, it should be tested using
interagency programs aready underway. Six specific programs were singled out:

= Oil spill clean-up exercises. Both the Department of
Energy and the Environmental Protection Agency have
on-going programs in the Black Seathat involve the
Department of Defense. These programs show great
promise for additional partnership development. They
are for the most part non-controversial and directly
benefit al littoral states. Some participants relished the
thought of seeing Sixth Fleet, Mobil, and Greenpeace all participating in the same
exercise ¥4 others wondered if there weren't limits to how far partnerships should
extend.

= Black Sea Seminar. Using the CINCPAC Southeast Asia
Seminar as atemplate, expand current military-to- military
programs into a networking and educational experience for
selected military and civilian personnel. Although SEAS has
restricted its participants to those associated with security,
expanding the potential participant base to include
politicians, educators, business, and media personnel could
prove beneficial.

= Expand the SEA BREEZE exercise to include cross-sector players. '
SEA BREEZE was mentioned time and again as an exercise that
could be easily expanded to meet the objectives of formative
engagement. The importance of inviting Russia to participate in
any expanded format was also stressed.

= Support a Black Sea Commanders Conference. Supporting this typeof
conference, either aboard ship or ashore, would enhance relations between navies,
provide the United States continuing opportunities to educate others concerning
their national interests and enhance camaraderie among navies. Every other year



the Chief of Naval Operations hosts an International Seapower
Symposium at the Naval War College. The level of attendance
isaclear indicator that senior naval officers are eager to discuss
common problems and establish lasting ties.

= Utilize Marshall Center facilitiesfor regional workshops. Since the focus of
formative engagement is improving the condition of states by improving their
citizens lives, education must form a significant
portion of the overall process. By utilizing existing
facilities, especialy those with exceptional
credentials, attendance and effectiveness of
educationa programs will increase. Many of the
activities recommended by participants involved
programs that offered the concomitant benefits of education and the creation of
informal networks of individuals holding interests in common. These workshops
would serve both purposes as well.

= Promote indigenous capacity building. In cooperation with USAID, NGOs, and
other international organizations, the military should look for ways to improve the

capabilities of indigenous institutions, organizations, or individuals to help
themselves. Often the military's "can do" attitude turns into a"must do" attitude.
But doing for others what they must -
eventually learn how to do for themselves g
undermines the purpose behind formative
engagement. The key isto foster self- 4
sufficiency, which Sue Lautze defines as i

"the capacity of acommunity to produce, e A== | A’ ]
exchange and/or lay claim to the @ N e =
resources necessary to ensure both its - ok < R = |
survival through and resilience to life- Eﬂ*’ i Sxg
threatening stresses.”® A good example of capacity buildir ng was When the Coast
Guard recently visited Georgia and taught personnel in its Coast Guard how to
maintain diesel engines on their coastal patrol boats.

Pursue greater military participation in regional workshops and confer ences.
One participant noted that he was the only Department of Defense attendee at a
regiona conference (and he was on loan to the DoD!). His presence at the conference
was so unusual that other participants asked why he was there. If formative
engagement is going to be accepted by host nations, the military must be viewed as
more than America's hammer raised and waiting to smash down on any country not
bending to its wishes. By regularly attending regional workshops (and not only those
connected with security issues), the military will assume a more accepted role as a
peacetime engagement partner.

® Sue Lautze, Lives Versus Livelihood: How to Foster Self-Sufficiency and Productivity of Disaster Victims,
Occasional Paper One (Washington, DC: Office of Foreign Disaster Assistance,/USAID, 1996), p. 10.
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Create formal and informal networksto foster regional communication. As
promising activities begin to emerge and be implemented, one question that should be
asked is, "how can | encourage those involved in this activity to stay in touch with
one another?' One participant recommended creating a Black Sea region web site on
which current activities are posted and contact information maintained. CINCPAC's
SEAS program maintains a web site for its alumni so that they can continue to
network even as they change positions within their organizations.

The Next Step

CNE next plans to hold an executive-level conference in London.
Participants at this conference will be asked their opinions
concerning the formative engagement concept as well as their
willingness to support the process. The London conference will
also expand the participant base. In addition to U.S. Government
participarts, individuals from the commercial sector, NGOs, and
international organizations will be invited. Participants at the
Washington, DC, workshop recommended that a broad cross-
sector base be used for invitations to the follow-on conference.
They suggested participants be drawn from security, financial,
political, diplomatic, health, and academic arenas, as well as from
the NGO, international organization, and commercia sectors.

11
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APPENDIX B

OVERVIEW OF U.S. GOVERNMENT PROGRAMS
INVOLVING BLACK SEA LITTORAL STATES

Source: Department of State
Congressional Presentation for Foreign Operations, Fiscal Year 2000
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Bulgaria
($in thousands)

National | nterests: Fadilitating Bulgarias incluson in abroad, inclusve
European security structure will contribute to stability in Southeast Europe
and reduce thrests to the security and well-being of the U.S. and its dlies.
Regiond dability is further enhanced by building a sef- sugtaining market
economy in Bulgariaand assgting in the consolidation of democratic
reforms. In addition, a prosperous Bulgaria is better able to purchase U.S. goods and services.
Supporting Bulgarids efforts to combat organized crime reduces the threat these organizations
pose to the property and well being of American citizens. Findly, U.S. assstance programs
address the environmentd threats and damage that are the legacy of Communist-era policies and
practices.

Strategic Goals and Supporting Programsfor FY 2000:

Regional Stability: Foreign Military Financing (FMF) and Internationa Military Education and
Training (IMET) funds support Bulgarias reform programs, particularly defense reform, which are
designed to consolidate Bulgarias democracy and transition to a market-oriented economy. This
furthers broader US drategic god of integrating Bulgariainto Trans-Atlantic inditutions in order
to enhance regiond stability and, by extension, U.S. nationd security. Bulgariawill continue to be
eigiblein FY 2000 to receive grant Excess Defense Articles (EDA) under Section 516 of the
Foreign Assstance Act and where gppropriate the transfer of EDA will assst Bulgariain meeting
defense requirements and furthering NATO interoperability.

$6,530

Weapons of Mass Destruction: With funds from the Nonproliferation, Anti- Terrorism,
Demining (NADR) account the U.S. will continue to assst in the development of an effective
Export Control system and enforcement capability. $535

Expand U.S. Exports: By supporting the development of a market economy, the Support for
East European Democracy (SEED) program increases the level of comfort for Bulgarians dealing
with American companies and, indirectly, makes Bulgarian needs known to American suppliers.
Thiswill postion American companies to take advantage of current and anticipated export
opportunities.

Economic Development: Broad-based growth is the precondition for long-term Bulgarian
social and political stability that contributes to U.S. national security by fostering regiona sability.
SEED and Peace Corps programs support this goa by strengthening the public and private
inditutions (e.g. the Central Bank, smal and medium sze enterprises) critical to asound and
efficient market- oriented economy. $19,181

International Crime: The SEED program helps enhance the effectiveness of Bulgarids law
enforcement services and judiciary by providing advisors, training, and limited equipment
assigance. The program focuses on improving Bulgarias legidative framework for combating




internationd crime and enhancing its transnationa crime-combating cagpabilities.
$409

Democracy: A strong democracy in Bulgariaisacritical pre-condition for achieving Sahility in
the country and the region, and for ensuring the eventud integration of Bulgariainto Euro-Atlantic
structures. SEED funds are used to strengthen civil society, improve in the rule of law, increase
government responsiveness to its citizens, assure tolerance and respect human rights, and
srengthen the legd framework for a free and independent media. IMET funds support civil/an
control of ademocratic military. $7,876

Environment: Through SEED, Peace Corps and IMET, the U.S. encourages environmenta
clean-up and supports environmenta education in such vita areas as lead-free gas, solid waste
disposd, "greener” indudtries, nuclear safety, and environmentaly sound military
operationg/practices. $156

Per for mance Evaluation:

= Morecompetitive and market-responsive private financial sector. U.S. assstance to
Bulgarids banking system has focused on bank privatization, training commercia bankers,
and improved supervision and regulation. All Bulgarian banks have been stabilized since the
1997 economic criss. In November 1998, Bulgarias privatization program sold the Bulgarian
Post Bank to a consortium led by the U.S.-owned American International Group (AIG).
With U.S. hdlp, Bulgaria has dso developed an internd bank rating syslem in order to
gppraise bank risks more accurately.

= More accountablelocal government. U.S. assstance played a centrd rolein creating a
network of municipa associaions, the Nationd Association of Municipditiesin the Republic
of Bulgaria, which now represents 86% of al municipa governments. U.S. assistance has a'so
funded the non-profit Foundation for Locad Government Reform (FLRG), which has been
ingrumentd in training loca government to improve services.

= Improvementsin intellectual property enforcement. Bulgariawas moved from the
USTR's"Priority Watch List" to the "Watch List" because of the sgnificant progress made by
the government in reducing the reduction and export of pirated optical media. Thisincluded
implementing anew CD production facility licenang regime and a crackdown on pirates that
resulted in the shut down of illegal CD production facilities and subsequent vigorous
enforcement of Internationa Property Rights (IPR) laws.

» |ncrease U.S. exportsto, and investment in, Bulgaria. In caendar year 1998, the U.S.
was the largest foreign investor in Bulgaria. U.S. companies invested $47 million in 1998
(January- September), an increase of $25 million from 1997. U.S. exportsto Bulgariain 1998
(January-October) totaled $102 million compared to $91 million for the same period in 1997.

Progress on reform of the defense establishment and greater participation in regional
security alliances. Bulgaria continues to move in the direction of cregting a better-managed,




Western-oriented, streamlined, professiond military force that is under civilian control. With
prior-year training and equipment; airfidd landing and navigationd ads; ground surveillance night
vision devices, globa positioning system equipment, and an Air Sovereignty Operations Center.

Key Indicatorsfor FY 2000 Perfor mance:

= Adoption of anationd security concept and military doctrine that emphasize Bulgarian
contributions to regiona stability through cooperative partnership with the nations of
Southeast Europe and integration into Western inditutions.

» Increased transfer of state-owned assets to the private sector.

» Increased numbers of viable smdl and medium-sized enterprises.

»  Passage and effective implementation of anti-crime, anti-corruption and judicid reform
legidation.



BULGARIA
FUNCTION 150 RESOURCES
($ in thousands)

IAppropriations Accounts Actual Estimate Request
by Strategic Goal FY 1998 FY 1999 FY 2000
Regional Stability 4,702 6,502 6,530
FMF-G 4,200, 6,000 6,000
IMET 502 502 530
\Weapons of Mass Destruction 104 225 535
IMET 61 61 80
NADR-Export Control 43 164 455
Economic Development 22,700 15,700 19,181
SEED 22,700 15,700 19,181
International Crime 409
SEED 409
Democracy 10,171 12,330 7,876
IMET 330 330 330
SEED 9,841 12,000 7,546
Humanitarian Assistance 5,685
Title 11 5,685
Environment 182 57 156
IMET 57 57 60
SEED 125 96
Diplomatic Activities 1,014 500 768
SEED 1,014 500 768
Total 44,558 35,314 35,455
Actual Estimate FY Request
Appropriations Accounts FY 1998 1999 FY 2000
FMF 4,200 6,000 6,000
IMET 950 950 1,000
NADR 43 164 455
SEED 33,680 28,200 28,000
Title 11 5,685 - -
Total 44,558 35,314 35,455
Other Accounts
D&CP 2,728 2,904 3,649
ECE 1,114 1,191 1,234
P 618 593 -
Peace Corps 1,536 2,032 2,112
Total 5,996 6,720 6,995
BULGARIA
FUNCTION 150 RESOURCES GRAND TOTAL 50,554 42,034 42,450




Georgia
($in thousands)

National I nterests: U.S. nationd security interests are at stake in the
Georgiawhere regiona and locd ingtability threatens Georgias
evolution toward a democratic and free-market state. A stable,
independent Georgiawill reduce chances of military conflictina

region bordering Russia, Turkey, and Iran, proliferation of wegpons
of mass destruction (WMD), and the spread of international crime. Increased opportunities for
exports will enhance U.S. economic prosperity. Other U.S. interests in Georgiaare promotion
of democracy, and humanitarian assstance.

Strategic Goals and Supporting Proyamsfor FY 2000:

Regional Stability: Preventing renewed conflicts in Georgia, which could threaten the
country's territorid integrity and the stability of the region serves U.S. nationa security and
economic interests. Continuing U.S. support for the Abkhazia peace negotiations, FSA
assistance to help Georgiatake control of its borders, and intensfication of Georgian
cooperation with Western economic and security ingtitutions through Partnership for Peace
exercises and Internationa Military and Education and Training (IMET) programs dl enhance
regiond stability. Georgiawill be digiblein FY 2000 to receive Excess Defense Articles
(EDA) on agrant basis under Section 516 of the Foreign Assistance Act. Transfer of EDA
will asss Georgiain meeting defense requirements and furthering NATO interoperability.
$36,100

Weapons of M ass Destruction: Georgids location at the crossroads of Europe's and Asias
commercid routes, and its poorly trained, equipped and supported border control
organizations increase the threat of WMD materids trangiting Georgia. FSA assstance and
IMET programs concentrating on border and customs agencies help train and equip officids
responsible for preventing the proliferation of WMD. $2,065

Open Markets. Georgiais located astride the principal export route for energy and natura
resources from the Caspian area and Centrd Ada and alibera economic environmentin
Georgiais criticd to alowing the free flow of trade to and from these regions. Freedom
Support Act (FSA) assstance, including Treasury technical advisors, helps Georgias
policymakers reform its trade and investment regimes and fogters integration into world
economic organizations. $1,000

Economic Development: Georgias full transformation into a market economy will offer
opportunitiesfor U.S. trade and investment. FSA ass stance promotes the development of
strong macroeconomic and structura policies, such as power sector restructuring and
providing credit to small businesses, to help Georgia's economic recovery.

$25,000

International Crime: Improving law and order and fighting corruption in Georgia contributes
to the protection of Americans and promotes economic prosperity. FSA support strengthens
the Georgian law enforcement capability and justice system. $3,500




Democr acy: Georgia has been aleader in democratic reform in the New Independent States.
FSA assstance supports the consolidation of democratic inditutions and the indtitutionaization
of respect for human rightsin Georgia. Increased support for partnerships and exchangesis
aso critica to improving Georgian understanding and attitudes toward democratic and free
market practices. $15,000

Humanitarian Assistance: The globd financid crigs and the Abkhazia conflict have left
more people vulnerable, requiring more FSA help to reduce human suffering and improve
sugtainability of socid benefits and services in Georgia. $10,750

Health: In the aftermath of the dissolution of the Soviet Union, the hedlth care network in
Georgiavirtudly collgpsed. FSA funding helps Georgiaimprove the sustainability of its hedth
sarvices, induding targeting infectious diseases. $5,000

Per for mance Evaluation:

= Edablishment of formal security dialogue. In 1998, the U.S. Department of State
hosted the second bilateral security didogue and the Department of Defense hosted the
first Bilaterd Defense Working Group.

=  Progress toward assuming responsbility, for_ controlling its bordersand territorial
waters. Georgia assumed control over its Black Sea coastd border (from Russian border
forces) in July 1998 and should have control over its land borders by the end of 1999.
USG programs have been key to this progress.

= Completion of process by which Georgia .joinsthe World Trade Or ganization
(WTO). Two working party sessions took place at WTO headquarters and Georgia is
working, with the help of U.S. technica advisers, to accesson in 1999.

= Continuation of bilateral negotiations between Geor gian officials and
r epr esentatives of the Abkhaz separ atist regime. Bilaterd negotiations have
intengfied. AsaFriend of the Secretary-Generd, the U.S. playsarole in the UN-led
process, which has gained greater vishility and credibility, in the negotiations.

Key Indicatorsfor FY 2000 Perfor mance:

= Egablishment of joint Abkhaz- Georgian adminigtrative structures and return of IDPsto
Gdi region.

= Egablishment of aborder control regime.

» Increased levd of U.S. investmentsin and exports to Georgia.

» Freeand far parliamentary and presdentid eections.

»  Subdgtantiad decrease in percentage of people living at or below the poverty line.



GEORGIA

FUNCTION 150 RESOURCES ($ in thousands)

Appropriations Accounts Actual Estimate Request
FY 1998 FY1999 Fy 2000
Regional Stability 27,299 27,342 36,100
CIPA 4,953 8,300 10,500
FMF-G 5,350 1,650 3,200
FSA 16,580 17,000 22,000
IMET 416 392 400
Weapons of Mass Destruction 1,090 | 870 | 2,065
ESF - - -
FSA 1,050 750 2,000
NADR-Export Control 40 120 65
Open Markets | 1,500 | 1,000 | 1,000
FSA 1,500 1,000 1,000
U.S. Exports | 80 | 360 | -
FSA 80 360 -
Economic Development | 31,062 | 31,065 | 25,000
FSA 31,062 31,065 25,000
International Crime | 1,600 | 2,400 | 3,500
FSA 1,600 2,400 3,500
Democracy | 18,068 | 16,075 | 15,000
FSA 18,068 16,075 15,000
Humanitarian Assistance | 24,049 | 10,710 | 10,750
FSA 24,010 10,210 10,000
NADR-Demining 39 500 750
Environment | - | 200 | -
FSA - 200 -
Health | 3,550 | 5,300 | 5,000
FSA 3,550 5,300 5,000
Total 108,298 95,322 98,415
Actual Estimate Request
Appropriations Accounts FY 1998 FY 1999 FY 2000
CIPA 4,953 8,300 10,500
ESF - - -
FMF 5,350 1,650 3,200
FSA 97,500 84,360 83,500
IMET 416 392 400
NADR 79 620 815
Total 108,298 95,322 98,415
Other Accounts
D&CP 1,842 1,961 2,045
ECE 990 889 930
Total 2,832 2,850 2,975
GEORGIA
FUNCTION 150 RESOURCES GRAND TOTAL 111,130 98,172 101,390




Romania
($in thousands)

ational I nterests. Romanialies at the crossroads of Centra Europe, the
Bakans, and the former Soviet Union. One noted observer recently caled it
"the fulcrum of Europe.” Asthe largest country in Southeastern Europe, a
prosperous and democratic Romania can make a sgnificant contribution

to security in atroubled region that has commanded mgor U.S.
attention in arecent years. Presdents Bill Clinton and Emil Constantinescu declared a Strategic
partnership between the United States and Romaniain July 1997.

Strategic Goals and Supporting Programsfor FY 2000:

Regional Stability: Romaniawas the first country to join the Partnership for Peacein 1994 and
has contributed significantly to Internationd Force (IFOR) and the Stability Force (SFOR)
missionsin Bosnia. Romania has dso participated in the "Friends of Albanid’ group and agreed,
despite strong historicd ties to the Serbs, to possible NATO use of Romanian airspace had NATO
action proved necessary in Kosovo in fal 1998. Full membership in NATO remains Romanias
drategic god. Internationa Military Education and Training (IMET) and Foreign Military Financing
(FMF) funds contribute to hel ping the Romanian military increase its interoperability with NATO
and deepen the indtitutiond foundations for democratic civilian control over the armed forces.
Romaniawill continue to be digiblein FY 2000 to receive grant Excess Defense Articles (EDA)
under Section 516 of the Foreign Assstance Act and where appropriate the transfer of EDA will
assist Romaniain meeting defense requirements and furthering NATO interoperakility.

$8,160

Weapons of Mass Destruction: With funds from the Nonproliferation, Anti- Terrorism,
Demining (NADR) account the U.S. will continue to assigt in the development of an effective
Export Control system and enforcement capability. $458

Economic Development: Romanias economic trandgtion is at acritica sage. Agreements with
the World Bank, the International Monetary Fund (IMF) and other financid indtitutions are
necessary for the GOR to avoid baance of payments problems. The government of Prime Minister
Vadleisbeginning to move forward on privatization and the closure of inefficient sate-owned
enterprises while presenting atight budget. U.S. ass stance through the Support for Eastern
European Democracy (SEED) program provides crucia help to Romaniain its reform efforts and
in laying the foundations for sustainable economic growth.

$22,898

International Crime: A center aimed at combating internationa organized crimeis dated to open
in Bucharest in 1999 with SEED assistance. A Department of Justice resdent legd advisor isdso
in place at Embassy Bucharest. Romanias location at the crossroads of Southeastern Europe
makesit a particularly suitable candidate for ass stance with border controls.

$432

Democracy: SEED efforts help support the development of democratic ingtitutions, including loca
government, public adminigtration, NGOs, and the courts. Exchange programs promote



democratic thinking and expose current and future leaders to American democracy. The next
nationd eections (expected in 2000) will be asignificant milestone in the consolidation of
democracy. $3,326

Environment: The SEED program is seeking to improve energy efficiency, protect old-growth
forests, and preserve the Danube Delta. $1,522

Population: SEED funds are deployed to assst Romaniain family planning and women's hedlth.
$1,890

Perfor mance Evaluation:

= Progresson Macroeconomic Reform. Progressin privetization, the closure of inefficient
state enterprises, and keeping the budget deficit down are crucid factors for Romanias
economic development.

=  Agreementswith the International Financial Institutions (1 Fls). Recesson since 1997
and lagging reforms have created baance of payments problems for Romania. Agreements
with the IMF and World Bank are vitd if Romaniaisto avoid possible default and get on the
road to broad-based growth.

= Progresson NATO Interoperability. Bilatera military cooperation with the U.S. should
complement Romanias engagement with NATO to advance NATO interoperability and
advance defense reform.

=  Support for Peacekeeping. A measure of Romanias goa of being a stability exporter isits
continued strong support for SFOR in Bosnia and internationa peace efforts in Kosovo.

=  SECI Center on Crime. Non-traditiond thresats such as organized crime continueto risein
prominence in bilateral relaions. The opening of a Southeast European Cooperation Initiative
(SECI) center on cross-border crime should reaffirm Romania's commitment to cooperation
with the U.S. in thisimportant area.

Key Indicatorsfor FY 2000 Perfor mance:

»  Progress on Macroeconomic reform including privatization and closure of inefficient state-
owned enterprises,

= Agreements with and implementation of IMF and World Bank programs;

»  Progresson NATO Interoperability goas and Defense Reform,

= Continued Support for OSCE Kosovo Verification Misson and SFOR,;

= Opening of SECI Center on Cross-Border Organized Crime.



ROMANIA
FUNCTION 150 RESOURCES
($ in thousands)

IAppropriations Accounts Actual Estimate |Request FY
by Strategic Goal FY 1998 FY 1999 2000
Regional Stability 14,447 4,513 8,160
FMF-G 13,900 4,000 7,500
| MET 547 513 660
Weapons of Mass Destruction 47 143 458
NADR-Export Control 47 143 458
Economic Development 28,589 20,825 22,898
SEED 28,589 20,825 22,898
International Crime 1 1 432
SEED - - 432
Democracy 4,027 7,913 3,326
IMET 547 513 540
SEED 3,480 7,400 2,786
Humanitarian Assistance 1 3,350 -
SEED - 3,350 -
Environment 1,900 2,000 1,522
SEED 1,900 2,000 1,522
Population 2,360 1,625 1,890
SEED 2,360 1,625 1,890
Diplomatic Activities 791 800 472
SEED 791 800 472
Total 52,161 41,168 39,158
Actual Estimate Request
Appropriations Accounts FY 1998 FY 1999 FY 2000
FMF 13,900 4,000 7,500
IMET 1,094 1,025 1,200
NADR 47 143 458
SEED 37,120 36,000 30,000
Total 52,161 41,168 39,158
Other Accounts
D&CP 3,807 3,838 5,204
ECE 1,820 1,944 1,990
P 1,119 1,154 -
Peace Corps 1,510 1,772 1,875
Total 8,056 6,706 9,070
ROMANIA
FUNCTION 150 RESOURCES GRAND TOTAL 60,217, 49,874 48,228




Russia
($in thousands)

National | nterests: The U.S. has an overriding nationa security interest in furthering Russias
development of ademocratic civil society ruled by law with respect for human rightsand a
growth oriented market economy that are fully integrated into the mainstream of world politica
and economic relations. The benefits to the United States of a non-threstening and reforming
Russia are direct and tangible in terms of maintaining a reduced level of defense spending and
opening up a potentialy huge export market and aternative source for our energy needs.

Russas fledgling steps toward democracy could be reversed if its people lose hopein
economic reviva and amore economicaly secure future. We aso have strong interestsin
preverting proliferation of wegpons of mass destruction, protecting Americans from the threet of
internationd crime originating in Russa, and cleaning up the environmentad degradation from the
Soviet period.

Strategic Goals and Supporting Pro.ams For FY 2000:

Regional Stability: Russa plays aggnificant rolein Europe, Asa, and the Middle East aswell
asinthe UN Security Council. Continuing Warsaw Initiative funding for Partnership for Peace
exercises and Internationa Military Education and Training programswill help policy leedersin
Russia understand that the admission of new membersto NATO does not thresten Russian
Security. Russiawill be digiblein FY 2000 to receive Excess Defense Articles (EDA) on a
grant basis under Section 516 of the Foreign Assstance Act. Transfer of EDA will asss Russa
in meeting defense requirement and furthering NATO interoperability.

$5,400

Weapons of Mass Destruction: Nonproliferation, Antiterrorism, Demining and Related
Programs (NADR) funds help Russia contain its nuclear, biological and chemica wegpons and
related technology. Scientific collaboration programs with FSA keep experts at home and
employed in peaceful pursuits, while the Export Control program provides equipment and
training and helps strengthen ingtitutions charged with containment of potentia wegpons
components within Russia. $121,261

Open Markets: Foreign investors must have confidence in the transparency of Russas
economic policies before they risk the capitd needed to tap into Russas vast resources. Full-
time, professond advisers provide expertise and advice to Russan policymakers as they
develop regulaory legidation. $5,000

Expand U.S. Exports: For nearly a century, most of Russia's markets were closed to U.S.

products and services. The FSA funds programs that provide U.S. businesses with information

about markets and investment opportunities across the broad expanse of the Russian

Federation. In a number of Russian regions, American Business Centers provide U.S. business

people with logistica support and help them identify purchasers and joint venture partners.
$6,000

Global Economic Growth: Russamust build a positive invesment climate to attract capita
flows needed to bring about long-term economic growth. FSA programs help provide training
and expertise to develop a coherent tax code, improve budget policy, and tighten regulation of




the banking sector. $23,000

Economic Development: Success of democratic and economic reform in Russia depends on
theindividual Russan's belief that their day-to-day lives will improve. The engine of future
growth in Russais smdl business. The lion's share of FSA for this program in FY 2000 will
capitaize revolving Enterprise funds and credit programs for small businesses, with particular
emphads on the regions outsde Moscow. Such funds are particularly important in helping
entrepreneursin the financid crigs. Other programswill help build the legidative framework to
Create a positive environment for investment at the regiond level, and provide training to
thousands of entrepreneurs. $49,000

International Crime: Russas authorities now recognize the threet to their economy presented
by internationd crime, and they have turned to the U.S. and other Western partners for
assistance in addressing these issues. The complexity of white-collar crimes, particularly
corruption, money-laundering, fraud and others, is beyond the capability and resources of
Russan law enforcement. The USG provides training and expertise to Russan law enforcement
authorities on these issues. $8,600

[llegal Drugs: Russidsrole as atrandt country for illegal drugs hasincreased since the
breakup of the Soviet Union. Drug use, particularly of opiates, ison therise. Russan law
enforcement is poorly prepared to address the complexity and international nature of issues
relating to drug trafficking and narcobusiness. Targeted USG interagency programs,

coordinated by INL, support training of Russian law enforcement authorities in modern methods
to combat these crimes. $400

Democr acy: Success for Russian reformsin generd, and the direct benefitsto the U.S. they
present, depend on the success of Russids democratic ingtitutions. Despite politica and
economic crises, trangtion of authority has remained within the bounds of Russas condtitution,
atrend FSA programs seek to support. Long-term change will be generationd and must come
from the grassroots. FSA funding for exchange programs and support for development of
Russds fledgling NGO sector and independent media address our long-term god to foster
democratic indtitutions and respect for international human rights standards.

$58,000

Humanitarian Assistance: The gability of Russas government % which is in our direct
nationd interest % dependsin part on its ability to address the populations most urgent needs.
One consequence of the financid crigs is that Russa no longer has the capacity to address
emergencies asthey arise. In addition to addressing genuine humanitarian needs, U.S. assstance
does much to engender good relations between U.S. and Russian NGOs.

$6,000

Environment: Russias environment bears deep scars from the Soviet era. Now some areas
have the potentid to damage the environment well beyond Russia's borders. With the
governments of countriesin the region, FSA funds support programs to safely contain nuclear
wadgte in Russias northwest. Other programs contribute to the international effort amed a
phasing out ozone-depleting CFCs. $9,000

Population: Regiond conflicts, particularly in the North Caucasus and Centrd Asa, have



displaced thousands and created refugee flows. The USG contributes to internationa efforts
coordinated by the UNHCR and other internationa organizations. $1,200

Health: Russasfinancid crigs has further damaged the post- Soviet socia safety net, and most
Russians no longer have access to adequate hedth care. Now Russds hedth concerns have the
potentia to have impact on the world at large. In addition to funding partnerships with U.S.
hospitals, FSA programs will help address the spread of multi-drug-resistant strains of
tuberculosis. $6,800

Performance Evaluation:

= Achieve and implement bilateral agreements on arms control and nonpr oliferation
arrangements. Consensus for passing START Il nearly reached in Duma, passage dowed
by political responseto air strikes on Irag. On nontproliferation, Russan authorities have
taken action againgt entities discovered to be contravening policy, but GOR needsto press
for tight compliance.

»= Provison of civilian employment alternativesto a majority of scientistswith critical
weapons exper tise. USG programs engaged approximately 65 percent of weapons
scientists and technicians in peaceful research and development projects. Science Centers
sgnificantly expanded the number of projectsinvolving former Russan biologica wegpons
scientists and energized a concerted U.S. interagency effort to increase activitiesin the
biotechnicd arena. The Science Centers expanded business training programs for these
stientigts, and the Civilian Research and Development Foundation initiated severd programs
to promote collaboration between U.S. companies and wegpons scientists with
commercidly promising research results.

» Passage and implementation of commer cial laws conducive to business and
investment. Part one of new tax code passed in July 1998. Production Sharing Agreement
(PSA) implementing legidation passed in December 1998, other PSA legidation ill in
parliament. Legidation limiting foreign investment in and management of Russian tourism
entities vetoed by President Y dtsin. Amendments to Production Sharing Agreement
legidation, opposed by U.S. industry, withdrawn from congderation.

= Progresstoward World Trade Organization accession. Officid commitment to WTO
accesson remains strong, despite intengification of financid criss. Two working party
sessons a WTO headquarters held in 1998. Goods offer tabled, although proposed tariff
bindings are higher than current, actud tariffs. Agricultura subsdies offer tabled, athough
1988- 91 base periods used permit higher subsidies than more recent periods.

»  Useimplementing regulations to lessen negative effects of religion law. President
Y dtan agreed to use the implementation phase of the 1997 Law on Religion to mitigate
some of its negative effects on religious liberty in Russa Centrd government officids have
done so, but need to take concrete stepsto bring locd officidsin line with internationd
standards.




Key Indicatorsfor FY 2000 Perfor mance:

= Implementation of export control regimes resulting in Russian curbs on WMD technology
transfersto Irar/lrag.

= Recognize internationa standards of religious freedom.

= Decreased corruption-related complaints by U.S. business.

= Levd of U.S. exportsto Russa

= Foreign direct investment to Russan regions.

= Gregter portion of Russan scientists and technicians with wegpons expertise securely
employed.

= Closure of the most dangerous Russian nuclear power plants



RUSSIA

FUNCTION 150 RESOURCES
($ in thousands)

Appropriations Accounts Actual Estimate Request
by Strategic Goal FY 1998 FY 1999 FY 2000
Regional Stability 2,982 2,420 5,400
FMF-G 2,250 1,500 1,500
FSA - - 3,000
IMET 732 920 900
Weapons of Mass Destruction 9,088 26,497, 121,281
ESF - - -
FSA 7,400 25,000 119,000
NADR-Export Control 1,688 1,497 2,261
Open Markets 12,650 6,400 5,000
FSA 12,650 6,400 5,000
U.S. Exports 12,684 5,750 6,000
FSA 12,684 5,750 6,000
Global Economic Growth 1,230 21,600 23,000
FSA 1,230 21,600 23,000
Economic Development 26,600, 24,370 49,000
FSA 25,600 24,370 49,000
International Crime 9,270 7,735 8,600
FSA 9,270 7,735 8,600
Illegal Drugs 430 365 400
FSA 430 365 400
Democracy 48,338 56,680 58,000
FSA 48,338 56,680 58,000
Humanitarian Assistance 2,920 5,580 6,000
FSA 2,920 5,580 6,000
Environment 5,800 11,450 9,000
FSA 5,800 11,450 9,000
Population 1,020, 1,115 1,200,
FSA 1,020 1,115 1,200
Health 5,772 6,315 6,800
FSA 5,772 6,315 6,800
Diplomatic Activities 70 - -
FSA 70 - -
Total 137,853 176,277 299,661
Actual Estimate Request
Appropriations Accounts FY 1998 FY 1999 FY 2000
FMF 2,250 1,500 1,500
FSA 133,183 172,360 295,000
IMET 732 920 900
NADR 1,688 1,497 2,261
Total 137,853 176,277 299,661
Other Accounts
D&CP 19,908 21,164 22,127
ECE 10,199 9,159 9,580
Peace Corps 3,096 3,474 3,998
Total 33,203 33,797 35,705
RUSSIA
FUNCTION 150 RESOURCES GRAND TOTAL 171,056 210,074 335,366




Turkey
($in thousands)

National | nterests: Turkey isvitdly important to U.S. nationa security.
Turkey isakey NATO dly located a the strategic nexus of Europe, the
Middle East; the Caucasus and the Caspian, and an active participant in
regiona gtabilization initiatives. Turkey borders three countries %4 Iran,
Iraq and Syria % which pose military, terrorist, Wegpons of Mass
Destruction (WMD) and strategic economic thregts to the United States. Turkey provides
crucia cooperation with the U.S. on Irag, including hosting Operation Northern Watch
(ONW). The U.S. nationd interest in Democracy is reflected in programs with the Turkish
military that promote improved civil-military relations. Turkish efforts to combeat narco-
trafficking are also of serious nationd security concern to the U.S. A highly effective USAID-
funded population control program reflects another important U.S. interest in the region.

Strategic Goals and Supporting Programsfor FY 2000:

Regional Stability: Internationd Military Education and Training (IMET) programs provide

Turkish military personnel with the training needed to improve interoperability with U.S. and

NATO forces and help support Turkey's participation in internationa peacekeeping operations.

Turkey will continue to be digible in FY 2000 to recaive grant Excess Defense Articles (EDA)

under Section 516 of the Foreign Assistance Act and where appropriate the transfer of EDA

will asss Turkey in meeting defense requirements and furthering NATO interoperability.
$1,200

Illegal Drugs: U.S. counternarcotics assstance will provide training and equipment to
srengthen Turkey'sinvestigation and interdiction efforts, as wel as promote demand reduction
and public awareness. An experimentd licit poppy-breeding project helps enhance the
economic viahility of the indudry in order to prevent diverson of crops and farmersinto the
illicit market, and to support the market for pharmaceutica raw products.

$500

Democracy: Theissuesof military justice, to include internationally recognized human rights,
effective defense resour ces management, and improved civil-military reaions are specificaly
addressed under IMET programs. $306

Perfor mance Evaluation:

=  Government of Turkey support for U.S. regional initiatives. Turkey has supported
U.S. regiond initiatives by conggtertly renewing authorization of ONW, strongly supporting
the Middle East Peace Process and building solid, multifaceted ties with Isradl. Turkey
played the leading role in the establishment of the Multinational Peace Force- Southeastern
Europe, and has participated congtructively in the Southeast Europe Cooperation Initiative
and the Black Sea Economic Cooperation Council. The USG has been able to promote
and obtain Turkish participation in the Multinational Peacekeeping Force for Southeast
Europe, the Southeast Europe Cooperation Initiative, and the Black Sea Economic
Cooperation Council.




= Increased operational readiness of the Turkish military. Turkey has embarked on a
maor effort to upgrade and modernize its armed forces to enableit.to meet NATO
obligations and to counter the increasing security threat posed by terrorism and WMD being
pursued by neighboring countries.

= Absence/limitation of flare-upsin the Aegean. U.S. diplomatic intervention proved
decisve in averting war between NATO alies Greece and Turkey on two occasions since
1994. While provocative actions by the armed forces of both countries took place in FY 98,
there was a marked decrease of such incidents compared with FY 97.

= Statistics on nar cotics seizur es. During 1998 Turkish law enforcement agencies seized
over three tons of heroin and five tons of hashish. Drug seizures were up 50% from 1997.
There were over 5,000 drug-related arrests. There were a number of successful bilateral
Investigations in 1998, including the saizure of 550 kilograms of cocaine.

Key Indicatorsfor FY 2000 Perfor mance:

= Reduced military involvement in politics,

= Normadlization of Greek-Turkish relations and progress toward a Cyprus settlement;

= Agreement among the Turkish and Greek governments to technical changes for the
prevention of conflicting exercises in the Aegean and the interception of NATO military
arcraft;

= Number of narcotics seizuresin Turkey;

= Reduced totd birth rate;

»  Reduced complaints/incidents of human rights violations.



TURKEY

FUNCTION 150 RESOURCES
(% in thousands)

Appropriations Accounts Actual Estimate Request
by Strategic Goal FY 1998 FY 1999 FY 2000
Regional Stability 1,200 1,200 1,200
IMET 1,200 1,200 1,200
lllegal Drugs 500 500 500
INC 500 500 500
Democracy 4,305 2,300 300
DA 4,000, 2,000 1
IMET 305 300 300
Total 6,005 4,000 2,000
Appropriations Accounts Actual Estimate Request
by Strategic Goal FY 1998 FY 1999 FY 2000
DA 4,000 2,000

IMET 1,505 1,500 1,500
INC 500 500 500
Total 6,005 4,000 2,000
Other Accounts

D&CP 8,575 9,128 14,141
ECE 2,450 2,659 2,705
IP 2,803 3,572 .
Total 13,828 15,359 16,846
TURKEY

FUNCTION 150 RESOURCES GRAND TOTAL 19,833 19,359 18,846




Ukraine
($in thousands)

National I nterests: The U.S. seeks an independent, democratic, and

‘ non-nuclear Ukraine with amarket economy and acivilian controlled
military that isintegrated into the broader Euro- Atlantic community.
Ukrainian gability isimportant to U.S. nationa security. A successful
" Ukrainian trangtion would contribute to regiond stability and

prosperity and promote a secure and undivided Europe. Among the key benefits to the U.S.
of such atrangtion would be the eimination of Weapons of Mass Destruction (WMD)
infrastructure, the reduction of internationa organized crime, and a permanent solution to the
ongoing risk of nuclear contamination at Chernobyl. Ukraineis dso a potentialy important
market for U.S. goods and services.

Strategic Goals and Supporting Programsfor FY 2000:

Regional Stability: Ukraineis strategically located between Russa and Centra Europe.
Continuing Warsaw Initiative and Internationd Military Education and Training (IMET)
programs promote the development of a western-oriented military cgpable of participating
aongside NATO forces in peacekeeping operations and Partnership for Peace (PFP)
exercises. These rdations tie Ukrainian interests and outlook to the West. Ukraine will be
eligiblein FY 2000 to receive Excess Defense Articles (EDA) on agrant basis under Section
516 of the Foreign Assistance Act. Transfer of EDA will assst Ukraine in meeting defense
requirements and furthering NATO interoperability. $4,650

Weapons of Mass Destruction: Freedom Support Act (FSA) assistance supports the
peaceful employment of Ukrainians who once specidized in research and development of
WMD and their ddivery systems through projects supported by the Science and Technology
Center in Ukraine (STCU) and the U.S. Civilian Research and Devel opment Foundation.
Export control assistance under FSA and NADR helpsto maintain and expand a common
understanding and gpproach with Ukraine on preventing the proliferation of nuclear, chemicd,
and biologica wegpons technologies, aswell as balistic missle technologies.

$30,557

Open Markets: The Presdent's Partnership for Freedom initiative promotes the adoption of
liberd trade and investment regimes consistent with WTO and OECD norms (and eventua
accesson into the former), as well as the swift resolution of individud trade and investment
disputes in amanner condstent with such norms.

$4,000

Expand U.S. Exports. The USG utilizes trade-facilitating mechanisms such as Department of
Commerce/Foreign Commercid Service trade promotion programs, US EXIM credits, OPIC
insurance and project finance mechanisms, TDA feasbility sudy programs, and targeted use
of Partnership for Freedom and other assistance to expand U.S. exports to Ukraine.

$2,000

Economic Development: The Presdent's Partnership for Freedom (PFF) initiative and
support for IFl programs encourage the adoption of policies oriented to private sector growth




(especidly smdl and medium sze businesses), macroeconomic stabilization, structurd reform,
energy reform, and the remova of legal and other impediments to increased trade and
investment. The program is designed to build grass roots support for economic reform and
ultimately aleviate concern and resstance in the Rada and parts of the government.

$51,000

International Crime: Corruption and organized crime are subgtantia and increasing thrests
to democratic stability and economic development in Ukraine. The activities of Ukrainian
crimina organizations aso threaten U.S. internationd interests, such as dimingting trafficking in
narcotics and women and children. Assistance from a number of U.S. agenciesis directed
through an established law enforcement liaison with the intention of improving the legd basis
for law enforcement, strengthening law enforcement inditutions and contributing to their
reform. $5,000

Democr acy: Emerging from 70 years of Soviet totditarianism, Ukraine has made progressin
cregting a democratic political system. FSA funded ass stance programs support the
continuing development of democratic ingtitutions, the rule of law, freedom of religion and
movement, and the creation of acivil society in Ukraine. Exchanges and partnerships play an
important role. $44,000

Humanitarian Assistance: U.S. and multilateral assstance resources are available to
address humanitarian crises in Ukraine now existing and asthey arise. $12,000

Environment: The United States, as part of the G-7, sgned a Memorandum of
Undergtanding with Ukraine in December 1995 which commits Ukraine to close the
Chernobyl NPP by 2000. Continued operation poses a threat to Ukraine, the region, and,
potentialy, North America. FSA-funded assstance programs are designed to help Ukraine
meet these commitments and aso to ensure the safety of remaining reactors.

$61,000

Health: USG assstance programs support restructuring of the hedth systemsin Ukraine,
both public and private, to increase efficiency and responsveness to the needs of the
population and to reduce the incidence and impact of disease in Ukraine. $10,000

Per for mance Evaluation:

= Theprovison of productive employment within their respective disciplinesto
scientists and engineers previousy working in nuclear and other weapons sectors.
STCU has approved over $25 million worth of projects that employ thousands of former
Soviet scientists and engineers who might otherwise pose a serious proliferation threet.

» Reform, measured by increased EU and G-7 donor support and by enhanced IMF
and World Bank programs. The Russan financid criss spilled over into Ukraine,
harming the country's balance of payments and dowing the pace of reform. IMF
disbursements under the EFF were temporarily suspended. EBRD and World Bank
funding depend upon their resumption. Domestic politica congraints have further dowed
reform and reduced internationa confidence. However, Ukraine passed a budget for
1999 which narrows the deficit and may help restore confidence.




Increased number of private media outlets established and operating free of
government control. Thereisawide variety of press available in Ukraine. However, in
advance of the 1999 presidentia e ections, the Ukrainian Government appears to be
exerting pressure on opposition press to discourage negative reporting on government
activities

Enactment and | mplementation of L aws Fostering Business Development and

I nvestment. Ukraine has made some progress in creating legd, tax, and regulatory
systems compatible with a free market economy, but the absence of a modern commercia
code and lack of transparency in these systems makes the investment environment
unattractive. Despite government promises, officia corruption remains an impediment to
business activity. Foreign direct investment in Ukraine has, as a consegquence, lagged
behind that of mogt of its neighbors.

Key Indicatorsfor FY 2000 Perfor mance:

Continued adherence to bilateral understandings regarding control of nuclear and other
WMD technologies, proliferation, and conventional arms transfers.

Increased internationd confidence in Ukraing's commitment to reform, measured by
increased EU and G-7 donor support and enhanced IMF and World Bank programs.
Free and fair presidentia elections.

A stronger and more independent media.

Enactment of policies and legidation that support energy sector restructuring and reform,

especidly nuclear sfety.



UKRAINE

FUNCTION 150 RESOURCES

($ in thousands)

Appropriations Accounts Actual Estimate | Request
by Strategic Goal FY 1998 FY 1999 FY 2000
Regional Stability 6,050 4,678 4,650
FMF-G 3,800 3,400 3,400
IMET 1,250 1,278 1,250,
Weapons of Mass Destruction 6,381 2,284 30,557
FSA 6,300 2,000 30,000
NADR-Export Control 81 284 557
Open Markets 7,264 2,800 4,000
FSA 7,284 2,800 4,000,
U.S. Exports 8,900 2,500 2,000
FSA 8,900 2,500 2,000
Economic Development 80,293 59,325 51,000
FSA 80,293 59,325 51,000
International Crime 6,260 3,950 5,000
FSA 6,260 3,950 5,000
Democracy 37,460 43,945 44,000
FSA 37,460 43,945 44,000
Humanitarian Assistance 7,207, 11,100 12,000
FSA 7,207 11,100 12,000,
Environment 62,565 59,880 61,000
FSA 62,565 59,880 61,000
Health 8,751 9,500 10,000
FSA 8,751 9,500 10,000
Total 230,131 199,962 224,207
Appropriations Accounts Actual Estimate Request
FY 1998 FY 1999 FY 2000
FMF 3,800 3,400 3,400
FSA 225,000 195,000 219,000
IMET 1,250 1,278 1,250
NADR 81 284 557
Total 230,131 199,962 224,207
Other Accounts
D&CP 3,744 3,988 4,159
ECE 2,493 2,239 2,342
Peace Corps 3,033 3,168 3,024
Total 9,270 9,395 9,525
UKRAINE
FUNCTION 150 RESOURCES GRAND 239,401 209,357 233,732
TOTAL
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BULGARIA

FY 1997FY 1998 FY 1999

Actual Estimate Request
Support for East European
@ Democracy $34,000,000 $31,000,000 $30,000,000
Fflﬁ'}! P.L.480Titlell $84,692,819 -- --

I ntroduction.

A peaceful, democratic and economically prosperous Bulgariawill hep to ensure astable
Badkan region, parts of which remain dogged by ethnic tenson and socid unrest. Bulgariais
drategicaly located between the oil and gas reserves of the Caspian basin and Western
markets, and can play an important role toward facilitating the trangt as welt as the processing
of these energy resources. Bulgariaisin good position to help with 'efforts to combet terrorism,
arms proliferation and narcatics trafficking.

The Development Challenge.

In early 1997, Bulgarians forced out their socidist (ex-Communist) government. The new
mgority party, ousted in parliamentary maneuversin 1992 after less than ayear in power,
renewed Bulgarias commitment to fundamental economic reforms and established accesson to
the European Union (EU) and NATO as nationd policy priorities. It was able to build upon
ggnificant economic and palitical reforms enacted in 1990- 92. Programs with the World Bank
and the Internationd Monetary Fund (IMF) were negotiated in mid-1997, have been adhered
to, and mgor new initiatives are in process.

Bulgaria appears to recognize the historical opportunity to bresk with socidist patterns. The
new parliament in May 1997 endorsed the introduction of a currency board, anti-corruption
mesasures, EU membership, deep socid sector reforms, and a medium-term program of
economic reviva emphasizing acceleration of sructurd reforms and the promotion of foreign
investment. On July 1, the currency board was introduced to link the domestic money supply to
the level of foreign currency reserves at a fixed exchange rate to the D-mark. Closure or
isolation of state-owned enterprises (SOES) responsible for 28% of budgetary losses was
accomplished in 1997, and two-thirds of state-owned banks should be privatized by the end of
1998.

Bulgarian financid indicators have responded dramaticaly to reforms. Inflation, 579% in 1997,
was down to a monthly rate of 1.5% in December. The 1997 budget deficit, 3.6% of GDP,
was only 58% of the mid-year projection. The base interest rate has been around 6% for



severd months. Preliminary estimates are that the declinein GDP in 1997 dowed to agtop in
the fourth quarter. The government's target is for 4% growth for 1998, with yearly inflation of
16.4%. The fiscd deficit for 1998 istargeted at 2%.

With financid gtabilization, the government has turned to economic restructuring and as
sugtained fight againgt corruption. Prior to recent political changes, cross-country comparisons
showed Bulgarialagging behind dl other CEE countries in economic reforms. There was dso
little measurable progress in democracy between 1991 and 1997. There was even some
backdiding in civil liberties, areflection of corruption and the prior government's indifference
and ineptness. By Freedom House assessments, rule of law and governance and public
administration are least developed in Bulgaria; politica process and media are most advanced,
and civil society is somewhere in between. The new Bulgarian Government welcomes U.S.
Government assstance in the area of crime and corruption, USAID's work is addressing the
underlying causes of crime and corruption (e.g., judicid reform, development of an unambiguous
legd framework for market reform), complementing efforts of other U.S. agencies, such asthe
DQOJ, who address specific crime and law enforcement needs.

Responding to the complex chalenges and opportunities afforded by Bulgarias renewed reform
effort, USAID adopted anew country strategy in late 1997 designed to accelerate the country's
trangtion to “graduate” it from U.S. assstance over the five-year period, 1998- 2002. Bulgarids
strong commitment to the EU influenced the graduation objective. The Strategy strivesto ensure
maximum impact from current reform opportunities while building on successfully evolving
programs. A key concept isthat USAID ass stance must establish self-sustaining loca capacity
by building intermediary support ingtitutions which can assist locd level condtituents.

Other Donors.

Overdl support to Bulgariafrom the internationa community is substantid, with gross
disbursements projected at more than $1 billion in both 1997 and 1998, led by the IMF, EU
and the World Bank. The U.S. manages the largest bilateral assistance program, and close
coordination with other donors enables USAID to increase program impact. Bulgarias
commitment to inditutiona integration with the West, and accession to the EU in particular, is
underlined by an EU program close to $100 million in both 1998 and 1999, and roughly $200
million ayear theregfter. Asthe EU shifts towards targeting accesson "gaps' and key
infrastructure weaknesses, the potentia for complementarities between the U.S. and EU
programs grows. The EBRD prioritizes banking and capitd markets, including a $55 million
post-privatization fund for long-term lending to smdl and medium enterprises (SMES). The
World Bank and IMF often sustain the impact of USAID programs, and USAID assistance can
front-end Bulgarias progress towards meeting multilaterd conditiondity. Collaborators in the
NGO sector include U.S,, British and German foundations. USAID's work with the judiciary is
complemented by State Department and other donor assistance on crimind law enforcement,
primarily by the EU and the German and Italian Governments. The Dutch, UK and Swiss



provide loca government capacity building assstance. The United Nations Development
Program (UNDP) focuses on the development of SMES and governance decentralization.

FY 1999 Program.

Under the economic restructuring god, USAID will help Bulgaria modernize and strengthen its
financid system, in particular key banking and capitd marketsinditutions. USAID will
strengthen a network of private business support inditutions; further improve the policy, legd,
and regulatory framework for business development; and support public-private didogue on
drategies for private enterprise growth. Strategic objectivesin this areainclude: accelerated
development and growth of private firms in a competitive environment, and a more competitive
and market-respongve private financid sector.

The increasing willingness on the part of Bulgarians to form partnerships to address commonly
recognized issuesis being matched by the growing competence of loca government support
organizations. USAID will continue assistance to loca capacity-building, helping to produce
grass-roots democratic structures that transcend political changes at the center and, with
increasing effectiveness, mohilize citizens to gpeak out policy issues and act on their own
problems. USAID programs will target key congraints to media development, thejudicid
system, and combating corruption.

In FY 1999, funding to the Bulgarian American Enterprise fund will be completed. Other
crosscutting activities include support to American labor's international programs and to training
in the U.S. and the region.



BULGARIA
FY 1999 Program Summary*
(in Thousands of Dallars)

Economic Democratic Social Cross-cutting | Total

Strategic Objectives Restructuring | Transition | Stabilization / Special
Initiatives

Privatization
Fiscal Reform
Private Enterprise 5,000 5,000
Financial Reform 5,550 5,550
Environmental Management
Energy
Citizens Participation 3,950 3,950
Legal Systems 2,500 2,500
Loca Government 5,000 5,000
Crises
Social Benefits
Environmental Health
Crosscutting / Special Initiatives 8,000 8,000
TOTAL 10,550 | 11,450 8,000 30,000

*Support for East European Democracy (SEED) Act Funds




TITLE Private Enterprise, 180-S001.3

E@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1998: $5,000,000 SEED Act
"NRJERT INITIAL OBLIGATION: FY 1992, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Accelerated development and growth of private firmsin a competitive environment.

USAID Role and Achievementsto Date: In April 1996, seven USAID-financed providers of
assstance organized themselvesinto the Firm Level Assistance Group (FLAG) to coordinate
service ddlivery to Bulgarian enterprises. FLAG members collaborate in marketing advisory and
training servicesto clients, conducting andysis of dlient needs through standardized diagnostic
techniques, matching clients with providers most gppropriate to their needs, and delivering
integrated service packages. Working in seven sectors, including agriculture and light
manufacturing, FLAG provided technica assstance to 538 clients and trained managers of 651
companiesin FY 1997 done, The resulting number of improved business practices and new
business linkages surpassed USAID targets. Fexibly responding to changing requirements as
Bulgariainitiated a structurd adjustment program in 1997, some FLAG members began
advisory/training ass stance to banks and members of the broker/deder association, thereby
paving the way for a comprehensive USAID drategic objective to strengthen the financid
sector.

Bulgarian business people trained under a USAID program formed the Bulgarian Association of
Partnerships (BAP) in May 1996, BAP has since become the lead |obbying and advocacy
organization for SMEs, and its ten-point SME policy agendawas presented to the Bulgarian
Government in March 1997. BAP, in turn, organized the National Forum, a policy-oriented
umbrella group of associations representing 66,000 employees, that isworking closely with
National Assembly committees on legidative improvements favoring SME devel opment.

Other business support organizations with significant leadership potentia include the regiond
Chambers of Commerce. During the summer of 1997, USAID advisors organized aU.S.
exchange program to familiarize chamber leeders with the marketing and business planning
operations of U.S. counterpart organizations. An important theme was the potentia for public-
private partnerships of loca government and business associations to stimulate local economic
growth. One early result isthat a participating chamber from eastern Bulgariais establishing an
SME business center and will collaborate more closely with smdl local businessesto address
economic development needs.

In addition, three FLAG-assisted agricultural producer associations are providing leadership
and services to their members. The Meat Producers Association, established with USAID
assgtance, has organized four annua meat products shows and now publishes a newdetter for
itsforty dues-paying members. The Nationd Dairy Association has held three nationd dairy
policy conferences, and the Fruit and V egetable Processors Association is helping its
membership improve quaity standards to boost exports.



FLAG has aso supported development of Bulgarian consulting firms. FLAG teamsits U.S,
expertswith loca consultants; uses them to andyze client firms, sends them to the U.S. for
internships and training; and mentors focd firmsin their own service efforts. To date, one-
quarter of FLAG assistance has involved the consulting industry as recipients or providers.

USAID advisors helped develop Bulgarias Collateral Law which was ratified in 1996, and
subsequently helped establish a collaterd registry. USAID contractors have also coordinated
public participation in review of legidation conducive to private enterprise growth, including
amendments to laws on concessions, privatization, and foreign investment. BAP board
members, with USAID assistance, participate on nine legidative drafting committees. In order to
further public participation in the legidative process, USAID advisors and BAP recently helped
the Economic Committee of the Nationa Assembly organize town meetings on SME
development and legidative needs.

Description: The objective will be achieved through increased emphasis on strengthening
business associations and other intermediate support organizations. USAID will make increasing
investments in the associations, consulting firms, think tanks, and other business support
indtitutions that will broaden the base for sustainable private enterprise growth. Working in
partnership with Intermediate Support Organizations (1SOs) expands the reach and impact of
firm level assstance and indtitutionaizes the processes by which the private sector can lobby,
influence, and sugtain policy change and legd reform long after USAID has departed.
Progressively, FLAG will intengfy direct assstance to 1SOs and channd firm-level assstance
through 1SOs until U.S. providers can be phased out, with outyear ass stlance managed by
ISOs. There will dso be increased focus of firm:level assstance on priority sectors. Thefirst
phase of FLAG assistance concentrated on seven business sectors with apparent comparative
advantage, including agribusiness, light manufacturing, tourism, and congruction. Within these
target sectors, 50-60% of FLAG dients have been in agribusiness and light manufacturing. In
response to the current government's structural reforms, FLAG more narrowly focused its
training and advisory efforts towards export prospects in agribusiness, light manufacturing, and
tourism, while maintaining a broad range of servicesto the dl-important agricultura sector and
leading sub-sectors of meat production, fruits and vegetables, and grain/flour/baked products.
Activities will dso emphasize inditutiondization of sustainable processes for palicy, legd, and
regulatory reform. High on the reform agenda are legidative and regulatory improvements
related to land ownership, competition, customs, and taxation. To reinforce these actions,
USAID advisors will aso help Bulgaria define alonger-term reform agenda, beginning with
identifying priorities with the SME community and improving skillsin legidaive drafting.
Complementary efforts will be directed to improving 1SO capabilitiesin advocacy and lobbying
and organization of a public education series on smdl business. In the energy sector, USAID
advisors will assigt in drafting an energy law which is a precondition to energy sector
restructuring, privatization, and regulaion. As an extenson of energy sector restructuring,
USAID may asss in privatization, with the USAID role viewed as cataytic, leading to, broader
support for reforms by other donors, especiadly the World Bank and EBRD. USAID will dso



make sdlective interventions to improve the government's capacity to support sustained private
enterprise growth. 1t will dso help strengthen indigenous capabilities in economic policy analyss
and formulation on a sdlective basis. A limited-scope advisory/ training effort on macro-
economic policy is contemplated. The Ron Brown Fellowship Program will assst the
development of economic policy-makers, particularly fast-rigng professondswithin
government, through one-year training & U.S. universities.

Host Country and Other Donors. Among other donors, USAID has the most significant
assstance program for private enterprise growth and development. Multilaterd agencies have
not played an important role a the enterprise leve, dthough their support for growth-oriented
macro-economic policiesis crucid. EU's assstance to management training for business and
civil service executives and support of anew SME Agency in the Ministry of Indudtries are the
maost complementary ongoing programs. In addition, the British Know How Fund, the Dutch
and the Swiss have provided some limited assstance to SMEs.

Beneficiaries The direct and primary beneficiary isthe private sector. All citizens are, in effect,
secondary beneficiaries, as aresult of the overdl improvements in the economy, the increased
availability of jobs, and the increased qudity, quantity and availability of consumer goods.

Principal Contractors, Grantees. or Agencies. USAID implements activities through numerous
intermediaries; GOB ministries and courts; the International Executive Services Corps (IESC);
Universty of Delaware; World Learning, Agriculture Cooperative Devel opment

I nternationa/V olunteers Overseas Cooperative Assstance (ACDI/VOCA); Land O' Lakes;
and MBA Enterprise Corps.

Major Results Indicators:

Badine Target
Percentage of GDP provided by the private sector 45% (1996)  70% (2002)
Exports as percent of GDP implemented 19% (1995)  45% (2002)



TITLE: Financial Reform, 180-S001.4

3@ STATUS: New
porxerrs  PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $5,550,000 SEED Act

NEJERT INITIAL OBLIGATION: FY 1997; ESTIMATED COMPLETION DATE: FY 2001

Purpose: A more competitive and market respongve private financia sector.

USAID Role and Achievementsto Date: Since April 1997, in response to requests from the
Internationa Finance Ingtitutions (1Fls) and the GOB, USAID has been working to stabilize the
banking system by assdting in the privatization of the remaining Sate-owned banks. USAID
advisors provide policy guidance and have been insrumenta in developing marketing Srategies
and in preparing banks for sde. Recently, USAID initiated assistance to the Bulgaria Nationa
Bank to develop bank supervision functions focused on building on-gte inspection capability
and strengthening prudentia regulations and their enforcement. In late 1996, USAID launched
its Capital Markets Initiative to support the development of a Central Securities Depository
(CDAD) and strengthen the relevant regulatory bodies. These efforts were focused on
increasing confidence in market integrity and stimulating secondary market trading in securities
generated by the mass privatization program. Much of this work targeting the CDAD and the
broker/dedler association isin early stages. USAID recently supported atraning effort to inform
the policy debate on advantages of atwo-tiered socid security system including a mandatory
supplementary savings scheme through private pension funds and a top-tier voluntary scheme
through private funds.

Description: USAID's srategy for the banking system relies on a three-pronged approach: (1)
gahilizing the banking system including privatization of state-owned banks; (2) strengthening
banking supervision and the supporting lega/regulatory framework; and, (3) improving
commercid bank operations and training bankers. In this way, the strategy works from top
down and bottom up to promote systemic change. These mutudly reinforcing technica
assstance dements will remedy past errors and develop the regulatory ingtitutions and
community of professond bankers necessary to future sability. All are key in restoring public
confidence in the banking system and in accelerating the development of a sound, functioning
banking sector.

USAID assignstop priority to Securities and Stock Exchange Commission (SSEC) assstance
in order to help that organization become a strong regulator and advance the laws and rules
necessary for transparency and integrity in the marketplace. USAID aso plans follow-on
assistance to strengthen CDAD's clearance, settlement, depository, and registry operations,
with emphasis on advisory assistance and automation equipment. Training for al market
participants will complement and reinforce indtitutional improvements. Portfolio managers and
financid intermediaries need to be trained to andyze and trade securities and evaluate risk. Of
particular importance is the development of an ongoing training and certification program for the
brokers/deslers association and its members. Public awareness and education are also essentia
to broaden participation and support for the capital market.



The current government has acknowledged the shortfalls of the public penson system, and
expressed strong interest in creeting the policy, lega and regulatory framework conducive to
private penson funds. USAID plansto asst in drafting new legidation to dlow further
development of private penson funds, and creating a regulatory environment to protect
investors and pensoners from fraud. The technica assstance program will focus on capacity-
building of the regulatory bodies and penson fund managers. Public avareness efforts will
increase undergtanding of the benefits of a private pension system and build interest/confidence
among invesors.

Host Country and Other Donors. The World Bank's Financia and Enterprise Sector
Adjustment Loan (FESAL) reinforces USAID's efforts through conditiondity related to an
improved banking/credit lega and regulatory framework, bank supervision, and bank
privatization. Early start-up of USAID assstance in these areas has advanced Bulgarias
progress on FESAL conditiondlity. EU is mobilizing assistance to the financia sector linked to
EU accession standards. Its assistance to off-gte bank supervison will cdosdy complement
USAID'swork on prudentid regulations and on-Site supervison. Additionaly, an EU program
will help Bulgariaimplement internationa accounting standards, a necessary condition to
improving the soundness and trangparency of financia information. Findly, the French
Government plans assstance to the Bulgaria Stock Exchange - Sofia

Beneficiaries The Bulgarian population & large will have access to a much improved financid
sysem.

Principal Contractors, Grantees or Agencies. Since this anew srategic objective for FY 1999,
principa contractors and grantees have not been determined.

Major Results Indicators:.

Badine Target
Private bank assets as % of total bank assets 22.73(1997) 85(2002)
Market capitalization as % of GDP 0 (1997) 25 (2002)



TITLE: Citizens' Participation, 180-S002.1

2—)@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999:$3,950,000 SEED Act
‘URJER" INITIAL OBLIGATION: FY 1992, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Increased, better informed citizens participation in public policy decisonmeking. This
will be accomplished by building the capacity of non-governmentd organizations (NGOs) in
playing akey rolein facilitating popular participation in public policy decison-making. The
objective isto develop grass roots organi zations and the enabling legd regulatory environment
for them, as well as promote information sharing and improve the credibility of information
available through the media.

USAID Role and Achievementsto Date: Through Democracy Network and Democracy
Commission smdl grants, more than 100 Civil Society Organizations (CSOs) are receiving
assistance to strengthen organizationa skills and program activities. All have attended CSO
training courses and continue to have in-house training scheduled upon request. Additiona
outreach was made to more than 40 CSOs to participate in the training program, even though
they did not qudify for financiad assstance. In the latest grant round, more than 500 CSOs
submitted over 800 concept papers. Of these, 75% entail partnership projects where
NGOs/locd government authoritiesmedia outletsSMEs are equd partnersin carrying out
activities. Nearly 30 CSOs received specid awards to deliver training to other CSOs. They will
go through intensve ingtructions to develop gppropriate curricula and training maerids. Findly,
providing feedback to locad CSOs on their proposals coupled with specific training, e.g.
proposd writing, tremendoudy increased the qudity of submissons.

Progressin the area of mass media ass stance was mediocre through the end of 1996, as efforts
to, strengthen media associations fatered in the midst of economic collgpse and politica turmoil.
The ruling mgority (at that time the Bulgarian Socidist Party) passed an dectronic medialaw
over strong U.S.G. and EU technica objections. The Congtitutional Court declared 15 articles
of the Electronic Media Law to be uncongtitutiona as aresult of a grassroots protest voiced
before Presdent Zhelev. Furthermore, amgjor breakthrough on legidative reform occurred
after the public protest in February 1997: a broad- based grassroots initiative, supported by the
USAID-funded ProMedia program, drafted a new broadcast media draft law. It is awaiting
committee review before being submitted to the full Parliament. Other Sgns of progressinclude
court regigtration and revitaization of Association of Bulgarian Broadcasters (ABBRO) as an
organization and establishment of a media ass stance coordination group to ensure that
information on donor programsisregularly exchanged.

Description: The mgor activities are focusing on: (1) inditutiondization within Bulgarian civil
society organizations (CSOs) capabilities to obtain politica access, services, and funds; (2)
building the professond capacity of broadcast media; (3) assgting the GOB in its campaign to
combat corruption through a specid CSO program, planned to build public awareness about
the impact of corruption on the economic well-being of individuas and the need to focus public
disapprova on corruption; and (4) modest complementary democracy initiative to strengthen



the Parliament's ability to engage in public didogue and enhance the indtitutiond capecity of the
Parliament.

Host Country and Other Donors: There are numerous foreign donors in the CSO sector. A few
work to some degree through networks of intermediaries which they have helped to create
(e.g., Soros Open Society Fund and Open Society Clubs), while other donors provide funding
and assgtance to individua NGOs (e.g. the EU Democracy-funded Civil Society Development
Foundation). EU's support for public adminigtration reform will provide critical reinforcement to
USAID-financed CSO efforts to reduce public tolerance of corruption and press for corrective
action. Among other things, civil service reform will seek to overcome poor working conditions
and low salaries which contribute to corruption of government officids and strengthen oversight
mechanisms such as the Government Accounting Office and ingpector generd functions.

The variety of playersin the country and diversfied nature of the CSO sector have led many
donors and CSOs to conclude that closer coordination and information sharing is needed.
However, while this problem is recognized and meetings have taken place, thereisno
consensus on an appropriate mechanism for pulling the CSOs and donors together to discuss
their activities, share experiences and develop a sense of community needed to work together
on common problems. The mission anticipates that the Democratic Nationd Party will act asa
fadilitator for improved in-country donor coordination in the not-for- profit sector.

Bendficiaries Indigenous grass roots organizations and, more generdly, the Bulgarian populace
will benfit from these activities a the community leve.

Principa Contractors, Grantees, or Agencies. USAID implements activities through U.S NGOs
including The Inditute for Sustainable Communities, Freedom House, and the Internationd
Center for Not-For-Profit Law; and the Bulgarian local government.

Major Results Indicators:

Badine Target
NGO Sugtainability
Stages 1 (lowest) through 3 (highest) Stage 2 (1997) Stage 3 (2002)
Law adopted providing regulatory
framework for NGOs No (1997) Y es (1998)

Cases per year of policy change
attributable to CSO actions 3 (1995) 20 (2000)



TITLE: Legal Systems, 180-S002.2

;—@ STATUS. New
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $2,500,000 SEED Act
‘NRjAR* INITIAL OBLIGATION: FY 1999, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Animproved judicid system that better supports democratic processes and market
reforms.

USAID Role and Achievementsto Date: USAID regards an improved judicia system as critica
to advancing the government's declared campaign againgt corruption, both to enhance integrity
within the judiciary and to redlize more expeditious prosecution of corrupt practices by
government officids. Uncurbed corruption threatens to stunt economic growth by draining away
limited state resources, e.g., Sate enterprises that operate in an environment of corrupt practices
or by providing incentives to investment ranging from excessve/unclear regulations for "doing
business’ to payment of protection money. In part, corruption has become pervasive because of
the lack of professond esteemn within the civil service, including the judiciary, reinforced by low
pay and limited career development opportunities. Judges, who are the weakest link in the
judicid "chan," will be the primary customers of this program.

Description: Together with the Association of Bulgarian Judges and the Minigtry of Judtice,
USAID will help establish the curriculum and training activities of a Judicid Training Inditute to
provide continuing education for judges. The inditute will give priority to: 1) educating judges
about their rights and respongbilities, including a code of ethicsto upgrade integrity of the
gystem; 2) informing judges about new laws (especidly those that contribute to the reform
agenda) and related adjudication procedures; and 3) advising judges of new legd
developments, e.g. seminars on dternative dispute resolution. Continuing education will serve
both to eevate professiona standards and provide an incentive for judges to work for extended
periods in the system and pursue their own salf-improvement. USAID will dso provide
assistance to improved curricula and teaching methods at Bulgarian law schools to further
enhance the educational preparation of prospective judges.

Host Country and Other Donors: At present, very little donor activity is focused onthe
judiciary. Although the GOB requested the World Bank to provide assstance to the judicia
system, no plans have been developed. The EU program haslisted judiciary reform asahigh
priority within its public adminigtration reform agenda. USAID anticipates that once a
framework for continuing education and career development of judges has been established
with USAID's support, other donors will help fund the continued strengthening effort.

The Government of Bulgariaiis actively pursuing accession to the EU, which requiresa
demondtration that public sector corruption is being addressed. Bulgariais dso a participant in
the Council of Europe's regiona Octopus program which is developing strategies to combat
crime and corruption. Council of Europe experts have helped Bulgaria develop guiddines for
legidative initiatives which have led to amendments in the pend code.



USAID's work with the judiciary is complemented by other donor assistance on crimind law
enforcement, primarily by other U.S. agencies, the EU, and the Governments of Germany and
Italy. Considerable assistance has been provided and being planned on anti-crimelegidation
and technical assistance, training, and equipment for law enforcement activities of the Interior
Minigtry, Customs Adminisiration, and to alesser extent, the Prosecutor's Office and National
Investigative Service.

Beneficiaries The direct beneficiaries of these activities are a Sgnificant percentage of the
Bulgarian judiciary, including judges, lawyers, prosecutors and law students, and indirectly every
member of the public who comes in contact with the legal system.

Principal Contractors, Grantees, or Agencies. Since this a new strategic objective for FY 1999,
principa contractors and grantees have not been determined.

Major Results Indicators:

Badine Target
Cases brought to triad and completed 10 (1997) TBD (2002)
Average experience of judges 3 Yearsin court TBD (2002)

(1997)



TITLE: Local Government, 180-S002.3

:@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $5,000,000 SEED ActINITIAL

NEER" OBLIGATION: FY 1995 ESTIMATED COMPLETION DATE: FY 2001

Purpose: The dtrategic objective envisons Bulgarian local governments that make choices
responding to citizen expectations, act on those choices effectively, and increase accountability
for their choices and actions. Loca governments that exercise well-informed choicein
partnership with citizens and community- based organizations can solve problems, identify and
maximize opportunities, narrow the gap between resources and responsbilities, and successfully
engage the centrd government on policies and laws to encourage locd initiative.

USAID Role and Achievementsto Date: During 1995-96, Loca Government Initiative (LGI)
made substantia gainsin energizing loca governments despite the generaly inhospitable
environment of a centrist government, blurred authorities, and limited financia resources. The
ten pilot cities program and municipa association building program strengthened capacities of
reform-minded local governments to improve operations, increased citizens interest and
participation, and (through associations) created an effective nationa policy didogue.

Since dectionsin 1997, relations between central and municipa government have improved.
Formed less than ayear ago, the National Association of Municipditiesis providing leadership
to loca governments in shaping the nationd reform and legidative agenda. Among other things,
the Association has submitted recommendations on legidation affecting municipd finance and
organized an unprecedented session with the Prime Minister in September 1997 to present its
agenda. Follow-up consultations between the Association and the Finance Ministry to work on
the 1998 Government Budget resulted in a greater proportion of the businesstax going to
municipdities (10% vs. the traditiond 6.5%). Five regiond associaions of municipdities have
made impressive drides towards organizing capacity-building services for loca governments,
disseminating information, and coordinating regiond action on development problems. A recent
example is the establishment of amunicipa energy efficiency network to promulgate the results
of USAID-supported energy efficiency work with regional hospitals.

Through asmall grants program, LGI has helped ten target cities put in place numerous reform
practices designed to improve service delivery, strengthen governance, and facilitate the local
government role in economic development. Examples include aloca economic devel opment
agency, automated management information system, streamlined system for issuing property
permits, improved expenditure control system, and new processes to facilitate citizens
participation with loca governments. Successful reform practices are progressively upgrading
the service performance of target cities and providing models for replication. To support these
efforts, LGl aso organized training courses in municipa adminigtration and finance that have
been wedll attended, laying the foundation for an ingtitutiondized training program.

Overdl the LGI hasfacilitated development of local-leve ingtitutions which are providing
effective input to the centra government on policy reform. Their increased effectiveness through



periods of centrist ) pressure and political turnover is the cornerstone of a strong foundation for
grassroots democracy in Bulgaria.

Description: Despite progress to date of the USAID-supported Loca Government Initiative
(LGI) inintroducing innovative practices to target municipdities, most loca governments il
lack the knowledge and skills to apply improved management and service delivery techniques.
Further, the Insruments for disseminating the most successful practices are dill being
developed. Increasing public participation in local government affairs remains a chalenge
because of loca government inexperience with genuine public involvement, coupled with only
partidly developed NGO advocacy skills. On the other hand, the LGl has many assets to build
on:

= Budding palitical will to examine and act on complex issues of fiscal decentrdization,

= Increasingly competent and professona municipa leadership and front line workers,

= Sowly srengthening loca government systems, practices, and structures,

= Clear, dbeat lengthy, locd government reform agenda, and

=  Mogt importantly, an increasingly able set of indtitutions committed to advocacy, training,
technica assstance and dissemination of best practices.

USAID isdready implementing the second phase of LGI that works towards sustainability of
the locd government reform effort by placing mgor emphasis on building up loca support
capabiilities and progressively shifting the lead role in upgrading local government operaionsto
indigenous ingtitutions. Principa program activities include: (1) increased reliance on associations
and other intermediate support organizations (ISOs) to provide leadership on the reform
agenda, training and advisory services on improved practices, support to municipa/regiond
planning, and advancing public awareness, (2) formation of public-private Partnershipsto
address community-based needs and reinforce the role/effectiveness of loca government; (3)
support for regiona planning/devel opment initiatives by groups of municipaities under the
leadership of their regiond associations, (4) pardld efforts on centra government reforms
essentid to strengthening loca government; and (5) increased peopl€'s participation.

Host Country and Other Donors. Severd bilateral donors and EU provide assistance to various
associaions and municipditiesin ways that complement USAID's efforts. The Dutch provide
capacity building assstance to the Nationa Association of Municipdities through the Foundation
for Loca Government Reform. The Swiss helped establish aregiona municipa associgion in
centra Bulgariaand support community action projects through this association. The British
Know How Fund provides technica assstance to four Bulgarian municipdities and supports
twinning relationships between Bulgarian and UK municipdities. EU's Loca Democracy
Program supports citizens participation in community partnerships and sustainable regiond
development.

Currently USAID is the only donor organization carrying out a comprehensive program of loca
government improvement. However, EU contemplates a mgor support program for regiond



development, and the World Bank is consdering a community-leve job cregtion fund. USAID
will coordinate closdy with these development partners to enhance prospects for replication of
successful LGI approachesto regiond planning.

Bendiciaries The LGI will directly benefit the people and the locdl officids of the 10 target
municipdities. The rest of the populace will benefit through replication of successful models
developed in the target municipdities aswell as through the strengthening of democracy & the
locdl level.

Principal Contractors, Grantees, or Agencies. USAID implements activities through U.S. and
local organizations, including The Research Triangle Indtitute, The Internationd City Managers
Association, Development Alternatives Internationa, KPMG, and other private firms and
NGOs.

Major Results Indicators:

Badine Target
Citizen satisfaction with the decisons,
Actions and decisions TBD (1997) TBD (2002)
Public goods and services over which
Loca governments have control 8% (1997) TBD (2002)



GEORGIA

FY 1997 FY 1998 FY 1999
Actual Edtimate Request
Freedom Support Act  $26,900,000 $92,500,000 $80,700,000

The emergence of ademocratic, progperous end independent Georgia advances U.S. long-term
geo-poalitica, economic and humanitarian interests. The consolidation of democratic order and
introduction of market-oriented reforms under the skillful leadership of President Eduard
Shevardnadze % and a progressive reform-minded Parliament %4 is permitting Georgiato focus
itsfull attention on the formidable task of politica, economic and socid development after years
of deadly interna conflict. Its strategic location makes Georgia critica to the il and
transportation equation in the Trans-Caspian region. As a vibrant, free-market democracy
Georgia can become agtabilizing force in aregion that is likely to be an important dternative
source of U.S. ail supplies.

The Development Challenge.

Since independence, Georgias economic and political stability has been severdly hampered by
internd conflicts (the Abkhazian revolt and South Ossetian separatist movement) and the
dissolution of regiond trade links caused by the bresk-up of the former Soviet Union. While the
cessation of fighting and the establishment of both centra democratic authority and a measure of
macro-economic stability are cause for optimism, Georgia gill faces formidable chalengesin the
trangtion to free-market democracy. A durable settlement to the various indigenous conflicts
has proven usive and the Georgian citizenry gill faces congderable economic hardship, made
worse by persastent energy shortages, endemic corruption and limited progressin putting in
place the requisite legd, regulatory and policy framework for sustained growth.

Therupturing of trade links, the underdevel oped date of Georgias financid markets, ddaysin
carrying out privatization and economic restructuring, and one of the heaviest per capita debt
burdens among the former Soviet republics (largely the result of purchase of natural gas abroad)
are further impediments to a sustained economic turnaround. Tax collection rates remain very
low, depriving state coffers of critical resources. Another brake on development is Georgias
fatering energy sector which is yet to undergo mgjor reforms that are essentia to improve
efficiency and atract badly needed investment. Power outages are frequent, making winter
months especidly harsh. The near collgpse of the system of socid benefits on top of the dow
rebound from the precipitous post- Soviet economic decline has produced adramatic fal in
living standards for the vast mgority of the population. Even in the palitica sphere where



progress toward democratic governance has been impressive, ingtitutions, policies and practices
are dill fragile. Political parties, indegpendent media and the nongovernmental organization
(NGO) sector % are nowhere near being sustainable.

Despite these obstacles, Georgia has been making encouraging headway in al spheres snce
1998 and shows determination to accel erate the reform process. President Shevardnadze has a
condructive partner in the decidedly reformigt parliament which is enacting legidation that will
serve as the foundation for the new economic and politica order. With backing from the
International Monetary Fund (IMF), World Bank the U.S. and other donors, Georgia has cut
inflation, imposed fiscd discipline, liberdized prices, stabilized the currency, set up afunctioning
banking system, and begun to push ahead with privatizing state-owned enterprises In the
political area, democratic ruleistaking root. Citizen participation in the political process through
electord parties and non-governmenta organizations (NGOs) isincreasing. In the socia sector,
the collgpse of the system of socid benefits, including the health care system, has taken a heavy
toll on the population. The humanitarian Stuation has shifted to one of endemic poverty. The
Government of Georgia has begun to turn its atention toward systemic reform and putting in
place a more market oriented system of hedlth services and amore rationd system of pensions
and other socid welfare subsidies.

Other Donors.

Other mgor multilateral donors and internationd lending indtitutions include the IMF, World
Bank, European Bank for Reconstruction and Development and the European Union. Important
bilatera donors include Germany, Greet Britain, Netherlands and Itady. As esewhere in the
Caucasus, USAID has worked cooperatively with severd of these donors and has been
ingrumentd in leveraging large loans from the World Bank through targeted technica assistance.

FY 1999 Program.

With a degree of economic and politica stability emerging, USAID has been able to reduce
dramaticaly the proportion of its assstance devoted to humanitarian needs and to undertake a
serious reform effort. The program in Georgia now integrates inditutiona and policy reform at
the nationd level with capacity-building at the grassroots level. FY 1999 funding is requested to
support economic restructuring; to bolster civil society, strengthen democratic loca governance,
and firmly establish the rule of law. Funding is dso sought to reduce human suffering, particularly
in the conflict region of Abkhazia, and to promote socia, economic and palitical reformat the
community leve.

In the economic sphere, USAID will build on progress in privatizing state-owned firms, cresting
alegd and regulatory framework to help stimulate the growth of small and medium enterprises
(particularly in the promising agricultural sector), fostering the development of a competitive
capital market to increase access to credit, introducing greater accountability and transparency,
and generdly improving the government's capacity to manage macro-economic policy. FY



1999 funding will support strategic objectives in privatization, enterprise growth and
development, private financid sector development, and energy restructuring.

While U.S. assstance has been insrumenta in advancing democratization gods, the country's
paliticad evolution isfar from complete. FY 1999 funding will continue to support strategic
objectivesin citizens participation, judicia reform, and local government. USAID will address
concernswith corruption % an area critica both to democracy and economic revitaization ¥
by intensfying its efforts to accderate legd and judicid reform.

In the socid sector, efforts will continue to meet the basic needs of the most vulnerable
segments of the population --particularly in the conflict region of Abkhazia%s while working at
the community leve to increase household sdlf-sufficiency and provison of basic services. In
launching a community mobilization initiative, USAID will build on the World Bank's successful
Socid Investment Fund which was established to support community-level projects that
gimulate locad employment and income generation. These programs, which boost the capacity
of loca actors to work together to solve community problems, also support economic
development and democracy-strengthening godls.

Under cross-cutting and specid initiatives, USAID's principd activity isalarge training program
(induding U.S.-based) which offers opportunities for Georgian citizensinvolved in many aspects
of Georgian reform to enhance their skills. Training advances USAID dtrategic goals across the
portfolio. In those instances where activities implemented by other U.S. Government agencies
do not directly support USAID's dtrategic objectives, they are included as specid initiatives.
USAID will dso contribute to Georgian government hedlth reform efforts through indtitutiond
partnerships, strengthening of nationd hedth information systems and technicd assstance in the
area of women's reproductive hedlth. In addition, USAID will provide vaccines, medicines and
equipment to help combat immediate hedth problems such as infectious diseases, including
tuberculoss.



GEORGIA
FY 1999 PROGRAM SUMMARY*
(in Thousands of Dallars)

Strategic Objectives Economic | Democratic Socia Crosscutting [Total

Redructuring | Trangtion | Stabilizetion | / Special

Initiatives

Privatization 2,600 2,600
Fiscd Reform
Private Enterprise 7,850 7,850
Financid Reform 3,600 3,600
Energy 15,000 15,000
Environmental Management
Citizens Participation 3,720 3,720
Legd Sysems 1,600 1,600
Loca Government 800 800
Crises 20,430 20,430
Socid Bendfits
Environmentd Hedlth
Crosscutting / Specid Initiatives 24,900 24,900
TOTAL 29,050 6,320 20,430 24,900 80,700

* Freedom Support Act (FSA) funds



TITLE: Privatization, 110-S001.1

:@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $2,600,000 Freedom Support
‘HERRT Act
INITIAL OBLIGATION: FY 1998; ESTIMATED COMPLETION DATE: FY 2002

Purpose: Increased transfer of state-owned assets to the private sector.

USAID Role and Achievementsto Date: The privatization of urbar/indudtria land and the
drategic privatization of an important Black Sea port are two mgor pieces of the broad multi-
year market reform program recently initiated by USAID. In one element of the program,
USAID as3sgsthe Government of Georgiain its efforts to privatize urbary industria land,
especidly the land under and adjacent to privatized enterprises. USAID technicd advisors have
begun working with the State Department of Land Management to introduce afavorable lega
and regulatory environment for urban and industria land privatization. The USAID funded Poti
Port Privatization work, is another important piece of the market reform program. The first
phase has so far resulted in the development of arestructuring and privatization plan to improve
the efficiency, productivity and competitiveness of the port end the design of a government-
operated Port Authority plan that will provide an effective and transparent legd and regulatory
Sructure for Poti Port operations. Public information activities have been conducted for key
government officids, Parliamentarians, the media and Poti citizens on the various optionsfor a
privatization plan. A U.S. sudy tour for the key Georgian Government officials was conducted.

Description: Thisisanew SO in FY 1998 and ill under design. The privatization of
urbar/indugtria land requires establishing atitling and regidtration system and the implementation
of an enterprise land sdles pilot in Thilis and/or another urban area. As part of this program,
USAID plansto assigt in developing programs that inform Georgian citizens about urban and
indudtrid land privetization issues and ownership rights. This program, which is closgly linked to
other components of the market reform program, will enable municipalities to generate income
through tax revenues rather than land leases and dlow enterprisesto raise capitd more
effectively, including through the use of land as collaterd. Phase |1 of the Poti Port Project will
not commence until the privatization plan meets the gpprovd of the Government of Georgia and
it agreesto privatize a least 51% of the shares. This phase begins the implementation of the
mutualy agreed upon privatization plan in 1998 including drafting and implementing the legd and
regulatory structure for the Port Authority, assisting in attracting and sdecting strategic investors
and training of appropriate port personnel.

Host Country and Other Donors: USAID advisors work closdly with the State Department of
Land Management. USAID aso coordinates its efforts with both the World Bank and the
German Organization for Technicd Assstance (GTZ) on harmonizing registration and titling
systems. Poti Port privatization requires that USAID coordinate with GTZ, the European Union
(EVU) TRACECA project, World Bank, EBRD, Trade Development Agency and United
Nations Development Program (UNDP), dl of which have programs or involvement affecting
the port.




Beneficiaries A comprehensive and legdly recognized right to private land ownership isan
integral part of a country's economic trangition to e market economy. By securing title to their
land, private enterprises will enhance their commercid viability and be more attractive to
investors, both domestic and foreign. Poti Port is not only avita gateway for Georgian and
Caucadan trade and commerce with international markets, it also has the potentia to become
the region's largest commercid port and engine for economic growth. The successful
privatization of Poti Port will dso build support for privetizing other strategic industries such as
energy, trangport and telecommunications and thus provide economic benefits to the entire
population.

Principal Contractors, Grantees or Agencies. The privatization of urban and industrid land is
being implemented by BoozAllen & Hamilton. Internationad Business and Technicd
Consultants (IBTCI) isworking on the restructuring of Poti Port.

Maor Results Indicators: *

Urban land transferred from state to enterprises
Land titling and regigtration system established
Law enacted alowing the privatization of at least 51% of Poti Port

*These areilludrative indicators. Basdine and targets to be determined in FY 1998.



TITLE: Private Enterprise, 110-S001.3

33@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999 $7,850,000 Freedom
LTI LY Support Act
INITIAL OBLIGATION: FY 1993; ESTIMATED COMPLETION DATE: FY 2000

Purpose: Accelerated development and growth of private enterprise.

USAID Role and Achievementsto Date: USAID is undertaking a broad, multi-year
economic reform program for Georgia, including (1) urban/indudtrid land privetization, (2)
comprehensve accounting reform, and (3) promoting the establishment and enforcement
of new commercid laws, codes and regulations required to encourage and regulate
business in an open, competitive market. USAID technica advisors have worked with the
GOG, the IMF and the International Bank for Recongtruction and Development (IBRD)
on macroeconomic policy adjustments and structura reforms which have put Georgiaon
the road to amarket economy. USAID economic policy and legd assistance working
with Georgias nationd leaders have developed economic palicies, laws and regulations to
establish the market environment for private sector, particularly export-driven, growth
and the absorption of new technology. The program focuses primarily on the private
sector with the am of increasing the level of investment in Georgia (both domestic and
foreign), increasing the amount of private ownership of land and enterprises, and building
enterprise productivity through changesin managerid accounting. In 1996 and 1997,
USAID financed advisors to the Center for Economic Policy Analysis and Reform have
supported national leadersin the promotion of private sector growth. The advisors aso
assiged in the integration of new commercid and civil codes into the new Civil Code. In
late 1997, technicad assstance teams were mobilized to initiate the land privatization and
accounting reform components of this program, while preliminary assessment work was
conducted for a second phase of legd and regulatory work scheduled to begin in 1998.
In addition, the Georgians will have ther first working party meeting on World Trade
Organization (WTO) accession issues in February 1998.

Description: The urban/indudtrid land privatization activity will esablish afavorable legd
and regulatory environment, coordinate with other donors in establishing atitling and
registration system, implement an enterprise land sdes pilot program in one or more urban
aress, and promote greater public awareness of urbanv/industrid land privatization issues.
Ownership of their land will dlow enterprises to obtain access to bank loans on more
favorable terms, in addition to sdlling unwanted land to raise additiond capita. The
accounting reform activity will establish the legd, regulatory and inditutiona framework
for financia accounting and auditing, based on internationd standards. In the private
sector, accounting and reporting of financid informeation at the enterprise level guides
capita flows and provides the basis for maximizing enterprise efficiency and profitability.
The legd assstance activity will hdp Georgian leaders to establish alegd/regulatory
environment conducive to private sector development, with particular attention to gaining
accession to the WTO and establishing anti- corruption/good governance norms. To



expand and accelerate the trangition to a more devel opment oriented- program, USAID is
increasing smal and medium enterprise assstance, particularly to the agricultura sector.
Viathe Caucasus enterprise program, financing and technica advice are being provided
to quaifying businesses. USAID-funded non-government organizations are identifying and
assding clientsto prepare viable investment and business plans. USAID will encourage
private agricultura sector investment, especidly in the seed and agricultura inputs sectors,
and provide technical assstance to private farmers groups, other producer groups and
input suppliers to improve management and services to clients and members. The private
investment fund implemented through Oversess Private Investment Corporation (OPIC)
and the small enterprise lending program will aso support private sector development.

Host Country and Other Donors. Ongoing efforts to strengthen private enterprise are
undertaken in coordination with the Minister of Economy, key parliamentary leaders, the
President's chief advisor for economic reform, the State Department of Land
Management, the World Bank, and the Dutch and German governments. In collaboration
with USAID, smal and medium enterprise credit support is being provided by the
Internationa Finance Corporation.

Bendficiaries The government's economic policies, commercid laws and regulaions and
reformed inditutions will set the stage for new investments and the rapid import of new
technology which in turn will reemploy Georgias skilled labor force in manufacturing and
agriculture. Small and medium enterprisesin rural and urban settings will dso benefit from
technical assstance and credit funds being provided.

Principa Contractors, Grantees or Agencies. USAID activities are implemented by contractsto
U.S. firms (Sbley Internationd, Booz, Allen & Hamilton), the University of Maryland, and
grants to anumber of organizations such as the International Executive Service Corps,
Volunteers in Overseas Cooperatives Assistance (VOCA), Shorebank/Finca and the Eurasia
Foundation.

Maor Reaults indicators:

Badine Target

Accountant/Auditor Professona Association 0(1997) 1 (1999)
Private sector share of GDP 50% (19961 65% (1999
Foreign direct investment $6m (1995)  $75m (1999)

Accessonto WTO No (1997) Yes (1999)



TITLE: Financial Reform, 110-S001.4
&=~ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999 $3,600,000 Freedom Support
MR Act
INITIAL OBLIGATION: FY 1993; ESTIMATED COMPLETION DATE: FY 2000

Purpose: A more competitive and market responsive private financia sector.

USAID Role and Achievementsto Date: USAID technica assistance has (1) helped Georgian
entrepreneurs develop small and medium enterprises and creste new products and services, (2)
edtablished a bank training center in ajoint effort with the Nationa Bank of Georgia (NBG) and
leading locd commercid banks; (3) partidly ingtdled an dectronic payments system for
expediting internationa and domestic financid transactions; and (4) designed and initiated
implementation of a comprehensive system for regulated securities trading.

Description: USAID isfinancing technicad assstance to implement dectronic payment and
accounting systems that will permit rea time financid transactions to take place anong domestic
banks, between the centrd bank and its seven regiond clearing branches as well as internationa
transactions from the NBG platform provided to commercia banks. USAID will continue to
provide aresident advisor and short-term technical assstance to train commercia bank
managers and officers. The focus of thistraining is credit analys's, portfolio management, asset
and ligbility management, internationa accounting standards, and internal audit. In addition,
USAID will work with IMF and World Bank advisors to improve bank supervision through or+
the-job training with U.S. bank supervison authorities and the Federal Reserve and to provide
additional advisory servicesto the NBG in the broad area of bank supervision. USAID will
continue a comprehengve capita markets development program designed to (1) establish an
independent securities and exchange authority, (2) develop a mechanism for securities trading,
(3) create a centralized clearing, settlement and depository system, (4) properly train broker-
dedlers, investment funds managers and other members of the securities community, and (5)
asss newly-privatized enterprises to improve corporate governance and shareholder rights, and
compliance with securities regulations pertaining to disclosure and reporting.

Host Country and Other Donors. USAID is coordinating its assstance activities with the NBG,
the Ministry of Finance, the Securities and Stock Exchange Inspection Board, the World Bank,
the IMF, and the EU.

Beneficiaries USAID will asss Georgiain establishing the backbone of amodern financid
sector both to facilitate the mobilization of domestic savings and to attract foreign investment. In
the long term, Georgians will benefit from financid sector development and reforms as
enterprises expand more rapidly, thereby generating employment; households gain accessto
credit for housing and consumer goods; investors secure ownership in enterprises; and the
government reduces borrowing costs as aresult of better functioning capitd markets and
enhanced stability and confidence in the banking sector.



Principa Contractors, Grantees and Agencies. USAID's investments in the eectronic payments
system are managed directly by USAID; and the Barents Group manages both the bankers
training and capitd markets activities.

Maor Reaults indicators:

Badine Target
Independent securities & exchange authority No (1997) Y es (1999)
Commercidly viable securities trading system No (1997) Yes (1999)



TITLE: Energy, 110-S001.5

:@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY1999: $15,000,000 Freedom Support
WIJE" Act
INITIAL OBLIGATION: FY 1996; ESTIMATED COMPLETION DATE: FY 2001

Purpose: A more economicaly sustainable energy sector.

USAID Role and Achievementsto Date: Whileinitid USAID assstance to the energy sector
involved the provison of critical equipment and fuel supplies, USAID assstance is now focused
on the systemic economic reform of the sector. Energy sector reform is an essentia and critical
input to Georgids trandtion to a market economy. USAID was instrumentd in the GOG's
decision to restructure the eectric power sector and to pass an Electricity Law in June 1997
that created a nationd regulatory body. USAID provides extensive technical assistance to the
new regulatory body relating to operating licenses, tariffs, and market rules for power sector
operation. USAID has aso assisted the GOG to develop a privatization strategy for power
distribution companies and completed an andysis of how the more than 70 companies should
be grouped economicaly to facilitate privatization. However, despite this progress, much work
is ill needed to implement the reforms and solidify them so that they cannot be easily reversed.
In the oil and gas sector, USAID is continuing to provide support on legidation to facilitate the
development of domestic resources, as well as encouraging diad ogue with the GOG on a
pipeline law to facilitate management of oil and gas trangit pipelines across Georgia

Desription: USAID's emphasisis two-fold: (a) to creste a climate that will attract private sector
participation and ownership, with subsequent improvements in the management of resources
and provison of sarvices, and (b) to improve energy sector efficiency in economic terms, with
subsequent increases in capital and operating resources. In the electric power sector, the two
energy sub-sectors having the greatest impact on the Georgian economy are: the electric power
sub-sector, which is vitd to resdentiad uses and to industrid productivity and; the geo-strategic
oil sub-sector which islinked to the development of oil reservesin the Caspian Seaand exports
to the region and outside the region. USAID resources will be used to support the restructuring
and etablishment of public-private corporations in the eectric power, oil and gas sub-sectors.
USAID assstance to bring about legidative and regulatory reform is focused upon promoting
private sector participation in the sector. This assstance will strengthen the commercid
operations of newly created sector businesses with the introduction of improved metering and
collection systems and the adoption of internationa accounting standards. It will aso mobilize
private/public financing to reinforce the reform process, to undertake selected new energy
projects and to rehabilitate the existing energy infrastructure. USAID is dso performing a pre-
loan andysisfor the EBRD for the rehakiilitation of the Zugdidi geothermd field, which will
restore hest to light industries and to households.

Host Country and Other Donors: The European Union has undertaken comprehensve
assessments in tariff sructure, accounting, billing, and metering practices, while the World Bank
is conducting a $45 million loan gppraisal of maintenance and rehabilitation work of dectric




generdion, transmission, and distribution. USAID complemented other donor activitieswith a
pre-loan analysis of the Inguri Hydrod ectric Station. The European Bank for Recongtruction
and Development (EBRD) gpproved an $18.1 million loan to aloca power company to
rehabilitate the Rioni hydro station and improve Operations and water treetment. The EBRD is
a0 developing loan packages to repair the Inguri Hydroel ectric Station, the largest
hydropower gtation in the country, and to rehabilitate the Zugdidi geothermd fid which
provides heet to light industries and households in the region.

Bendiciaries Approximatdy 1.3 million resdential and commercid consumers of eectricity.
Principal Contractors, Grantees, or Agencies. Three inditutiond contractors. Hagler Bailly

(restructuring, privatization and legd assstance); Burns and Roe (rehabilitation of power
systems); and the U.S. Energy Association (training in al energy areas).

Major Results Indicators:

Badine Target

Qil-Gas pipdine legidation passed No (1996) Y es (1999)
I ndependent regulated utilities with meaningful financid
statements established 0 (1996) 2 (1998)

Percent of power generators that are privately-owned 0% (1996) 80% (2001)
Percent of state-owned electrica enterprisesthat are
fully divesed 0% (1996)  90% (2001)



TITLE: Citizens Participation, 110-S002.1

5@ STATUS: Continuing

m‘lllll' ZRtOPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $3,720,000 Freedom Support
c

INITIAL OBLIGATION: FY 1993, ESTIMATED COMPLETION DATE: FY 2000

Purpose: Increased, better-informed citizens participation in political and economic decisont
making.

USAID Role and Achievementsto Date: USAID support for the development of independent
televison in Georgia has resulted in more than 20 independent stations broadcasting around the
country, more than 3/4 of which are providing their own daily or weekly news coverage. In
addition, USAID ass stance has supported the improvement of the lega and regulatory
environment for independent broadcasters. In particular, USAID-funded providers have had a
measurable impact on the ability of smdl, independent television gtations around the country
being able to operate without government interference. USAID assistance programsin
development of the "third" or NGO sector have played a sgnificant and postive role in the rapid
growth and maturity of the Georgian NGO community. These programs have focused on
organizationa, management and advocacy skills-building, aswell aslimited financid support to
bolster capacity. A core group of some 50 NGOs based in the capital have advocated for
changein legd and policy aress. Thishasled to changesto the NGO Law itsdf, including
taxation issues, environmenta and medialaws, and key pieces of legidation such asthe Law on
the Procuracy, Law on the Courts and the Crimina Code.

Description: USAID contractors and grantees work with independent television stations,
political parties, parliamentarians, and indigenous NGOs to foster the growth of civil society and
grassroots democratic reform effortsin Georgia. The National Democratic Ingtitute (NDI)
providestraining to paliticd parties and factions, ingde and outside the Parliament on building
organizationa capabilities, operating as effective parliamentary factions insde the legidature,
upgrading parliamentary skills, strengthening party- constituency linkages, and building
subsgtantive politic platforms. As requested by the Georgian Parliament, a program for
restructuring and retraining of parliamentary staff began in FY 1996. ISAR (formerly the
Ingtitute on Soviet- American Relaions) and the Eurasia Foundation provide assistance to
indigenous democratically-oriented (non-humanitarian assstance) NGOs, working to improve
management and communications capacity, and their ability to participate effectively in the
development of democrdtic legidative and socid reform. Also, activitieswill focus on improving
inter-NGO coordination and developing effective strategies for communicating NGO interests/
positions to the press and the generd public. Working with Georgian independent television
media, USAID provides limited but critica equipment assistance and training programs to
bolster journdists capacity to produce quality news reports on political developments. Media
assistance a'so focuses on devel oping media associations and networks, providing training in
management, advertisng, and journdigts rights and responghilities. Smilar activities will
continuein FY 1999 and evolve based on the changing needs and growth of Georgian civil
ociety.



Host Country and Other Donors; In 1996, USAID initiated a regular Democracy Donor
Coordination Group which meets every six weeks and represents dl resdent bilateral and
multilateral donors (i.e.,, UNDP, EU, Organization for Security and Cooperation in Europe
(OSCE), the British Government, etc.) that fund and/or implement democracy assistance
programs. This coordination mechanism has proved extremely successful, not only in avoiding
duplicative investments, but in adding value to USAID funded programs through cooperative
efforts.

Beneficiaries USAID-funded activities seek to benefit individuas and organizations actively
involved in civic participation and democratic reform efforts, as wdl as the population at large
over time, in encouraging further and deeper citizen participation in the country's trangtion to a
democratic market-oriented state.

Principal Contractors, Grantees, or Agencies. U.S. Grantees include Internews, NDF, ISAR,
Internationdl Republican Indtitute (IRI) and NAPA (Nationa Academy for Public
Adminigtration). Additiona grantees and contractors will be identified as assistance is expanded
inthisarea.

Major Results Indicators:

Basdine Target
Number of NGOs advocating for legal and policy changes 0 (1993) 60 (1999)
Number of NGOs rated as sustainable based on NGO
sudtainability index (I-lowest to 3-highest) 1 (1995) 2 (1999)
% of nationd legidation passed that is published/
covered in media 5% (1996)  30% (1999)



TITLE: Legal Systems, 110-S002.2

5@ STATUS: Continuing
ey PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $1,800,000 Freedom Support Act
‘NRJNRT INITIAL OBLIGATION: FY 1996; ESTIMATED COMPLETION DATE: FY 2000

Purpose: Lega systems that better support democratic processes and market reforms.

USAID Role and Achievementsto Date: USAID ass stance resulted in the establishment of an
anti-corruption committee and its active investigation of more than eight cases of government
corruption. USAID programs have provided technical and financid support to the Georgian

Y oung Lawyers Association, Georgias most progressive and only independent bar association,
in the training and retraining of legd practitioners, incduding focus on internationd and new
Georgian legidation and procedures. Significant impact can be seen in the advent of training to
develop private law firms. USAID assistance is aso being provided for the development and
implementation of anew judicid certification sysem, aswell as support in the planning and
development of short and tong term judicid training programs.

Description: USAID continues to provide assstance in drafting key pieces of legidation,
including the Law on the Courts, the Law on the Procuracy, the Crimina Code, the Anti-
Corruption Law, Crimina Investigations Law, and the Law on the Bar. The program will aso
provide appropriate (re)training materiasto al Georgian legd practitioners, focused on what the
new key commercid legidation meansin practice. USAID will fund commentaries, a common
European method, written by the Code's drafters, and will support their dissemination
throughout the country.

Host Country and Other Donors; USAID works in close coordination with a newly established
GOG Council of Justice, comprising representatives of the legidative, executive and judicid
branches. In addition, USAID has established excdlent working relationships with both the
German and Dutch bilateral assstance providers, and cooperates with the Council of Europe.
USAID isworking in partnership with the World Bank as they begin the process of
implementing ajudicid reform loan to the GOG. The European Union will dso be contributing
to this effort.

Beneficiaries Activities benefit Georgias legd inditutions and lega advocates in trangtion to a
governmental system based on the rule of law and market principles. These activitieswill dso
benefit Georgians who rely on these indtitutions, both governmenta and non-governmentd, to
support and protect their individua and property rights in accordance with the congtitution and
internationally recognized human rights statutes.

Principal Contractors, Grantees, or Agencies: The American Bar Association's Centrd and East
European Law Initiative (ABA/CEELI), AMEX Internationd, Inc.




Major Results Indicators:

Badine Target

Judicid reform laws enacted No (1996) Y es (1999)
Proportion of the population that understands
cavil and economic rights 3% (1996) 15% (1998)

Percent of power generators that are privately-owned 0% (1996) 80% (2001)
Judicid certification systems implemented 0% (1996) 90% (2001)



TITLE: Local Governance, 110-S002.3

5@ STATUS: Continuing
ey PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1998: $800,000 Freedom Support Act
‘NRJNRT INITIAL OBLIGATION: FY 1996; ESTIMATED COMPLETION DATE: FY 2000

Purpose: More effective, responsive, and accountable local government.

USAID Role and Achievementsto Date: Though a de-facto decentralization occurred during
and immediately after the civil war, the eection of Presdent Shevardnadze in 1995 and
consolidation of the ruling party's power has led to the establishment of a system of regiond
governor gppointments, which has effectively "re-centrdized" the system. The condtitution of
Georgiaincludes a clause rdating to the establishmernt of a decentraized local government
system only after the resolution of the issue of territorid integrity, i.e., the re-integration of South
Ossetiaand Abkhazia. However, in early 1996, the GOG determined that despite lack of
resolution on these issues, it was critica for the development of the nation as awhole, and
particularly in light of conditiondities for accession to European conventions, to move forward in
establishing alegd framework for aloca government system, as well as scheduling as quickly as
possible loca government eections. After much delay, the GOG, with USAID technica
assigtance, has findly moved forward in late 1997 to establish alegidative framework. Though
not afully decentraized system, this effort is a step in the right direction, and provides for loca
government elections to take place possibly as early as summer 1998. To date, USAID has not
undertaken amgor program in local government, athough it has provided training for locd and
municipd officas and invited them to workshops on local government issuesin the NIS region.

Description: Following free and fair loca government eections, USAID will work with senior
municipa staff and community leadersin selected cities to provide training in key technica areas
such as taxation, city management, and budgeting. Contractors/grantees will dso work to
develop amayors municipa association, which will ad in the dissemination of lessons learned
and best practices anong municipd officids and locad council members, to help create an
effective mechanism for lobbying the centra government on issues of concern to locd
governments and their condtituents.

Host Country and Other Donors. USAID coordinates its efforts with World Bank municipa
development activities and with the European Union which is working with the Government of
Georgiaon civil service reform a the centra government level.

Bendiciaries This effort seeks to benefit Georgian citizens in afew targeted cities. However, the
number of beneficiaries can grow through an evolving network of municipa/mayors

associaions. Georgian citizens aso benefit from more transparent, effective and efficient loca
governments with the capacity to provide municipa services which ensure a higher standard of
living.

Principal Contractors, Grantees, or Agencies. Since activities to date have only been in training
exchanges, principa implementors sill need to be determined.




Badine Target
Major Results Indicators:

Legidation passed favoring locd government autonomy No (1996) Y es (1999)
Locd government elections held No (1996) Yes (1999)
Fiscd decentrdization policiesin place No (1996) Y es (1999)

Fiscal decentrdization Implemented No (1996) Y es (2000)



TITLE: Human Suffering and Crisis Impact Reduced, 110-S003.1

5@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1998: $20,430,000 Freedom Support
‘HERRT Act
INITIAL OBLIGATION: FY 1993; ESTIMATED COMPLETION DATE: FY 1999

Purpose: Reduced human suffering and crissimpact.

USAID Role and Achievementsto Date: Since 1993, USAID has provided humanitarian
assistance through U.S. non-governmenta organizations (NGOs) and internationa organizations
to assst Georgias vulnerable population, particularly internaly displaced persons (IDPs). This
assistance met critica and immediate needs over the past three years for supplemental food,
non-food household items, pharmaceuticas, medica services, water and sanitation facilities,
some basic agricultura inputs, and heavy fud oil for emergency energy needs. Additiondly,
USAID-funded NGOs have implemented activities in microenterprise development and income
generation. They have provided inputs and technica assstance in agriculture, and have
reectivated light industry in vulnerable communities. USAID aso funded a Socid Investment
Fund pilot project in cooperation with the World Bank, modeled on successful experiencein
Armenia

Description: USAID provides humanitarian assstance in the form of food, immunization
programs, and shelter/sanitation rehabilitation. While maintaining reduced programs for
vulnerable populations in Georgia proper, new programsin the areas of health, sanitation,
psycho-socid needs, income generation, and rehabilitation of health and educationd facilitiesare
being implemented in the region of Abkhazia which will facilitate resettlement and conflict
resolution.

Host Country and Other Donors: Humanitarian assistance is provided in close coordination with
the European Union, UN Department of Humanitarian Affairs, UN High Commission for
Refugees, and the UN Development Program. Other assstance is provided by the World Food
Program and the UN Children's Fund.

Bendficiaries The estimated vulnerable population is expected to drop from 700,000 to
500,000 with improved targeting methods. Of this number, USAID activities benefit some
200,000 persons, both IDPs and non+IDPs, through direct humanitarian assstance as well as
activities focused on income generation. Food assistance and food for work is provided to
approximately 90,000 vulnerable people in Georgia.

Principal Contractors, Grantees, or Agencies. USAID funds humanitarian assstance through
U.S. private voluntary organizations (PVOs) and internationa multilateral organizations,
including Save the Children Federation, International Rescue Committee, United Methodist
Committee on Rdlief, International Orthodox Christian Charities, International Federation of the
Red Cross, UN World Food Program and other UN agencies.




Major Results Indicators:

Badine Target
Number of IDPs participating in USAID
income-generating projects 58,600 (1997) 75,000 (1999)
% drop in estimated vulnerable population 700,000 (1997 base) 35% (1999)



ROMANIA

FY 1997 FY 1998 FY 1999
Actual Egtimate Request
Support for East European Democracy ~ $32,900,000 $35,000,000 $36,000,000

I ntroduction.

The U.S. assistance program to Romania supports U.S. economic, democracy, humanitarian,
and nationd security interests. The United States has made its largest financid investment in the
area of economic growth through efforts in privatization, private enterprise development, a
restructured and more efficient energy sector, and amore sound finenda system. Assstance
has dso facilitated other key trangtion gods by supporting decentraization, strengthening
democratic inditutions and non-governmenta organizations (NGOs), increasing the ddlivery of
child welfare and women's reproductive health services, and promoting the adoption of market-
oriented environmenta policies.

The Development Challenge.

1997 was a key year in Romanids trangtion. The Government of Romania (GOR) took radica
steps to implement needed economic reforms, to decentralize decision making to the locdl leve,
and to make socid issues a higher priority. U.S. assstance has refocused to play akey rolein
supporting the government's efforts in each of these areas over the course of 1998.

While pogitive results from the government's economic reform effort are beginning to surface,
Romania continues to face a number of challenges. Inflation is expected drop in 1998, from the
131% forecast as the year-end rate for 1997 to 30% by the end of 1998. Private investment
end the GOR's efforts to cut wasteful output and loss-making enterprises may aid Romanias
ability to rebound from a 2% drop in redl GDP during 1997 end meet projected levels of 2-4%
growth in 1998.

Privatization for 1997 is 53% above the monthly pace for 1996, but only 70% of the pace
required to achieve the 1997-98 targets set by the World Bank and USAID. Foreign
investment proceeds reached 83.4 billion in December 1997, reflecting an inflow of more than
81.5 hillion since the new government took office in November of 1996. However, investor
concerns about bureaucratic red tape and the lack of transparency continue. In addition, the
banking system remains wesk and privatization of banks will be delayed until 1998.
Unemployment is expected to rise from 6.9% to more than 10% in 1998, and real wages have



dropped significantly. The GOR's 1997 budget increased socid welfare programs by about
25%.

With U.S. assistance, a Privatization Operations Center was established to conduct public
auctions, specia dectronic stock market (RASDAQ) auctions of State Ownership Fund (SOF)
shares to the public during off-trading hours, and large company sdes through public offerings
and sedled bids. To mitigate the economic and socid effects of labor displacement as state
owned enterprises (SOES) are closed or sold, the U.S. Department of Labor isworking to
establish labor redeployment pilot programsin communities to provide counsding, small
business incubators, and other labor/management interventions. Technical ass stance to the SOF
will likely continue through FY 1999, in order to hep the GOR privatize gpproximately 3,600
firms. During 1998, USAID will develop anew 810 million Agribusiness Development Project.
This reflects Romanias strong comparative advantage in agriculture. The Capital Markets
Program has created a fluid share trading market for awide variety of firms and investors,
linked to the find stage of the Romanian Mass Privatization Program (MPP), during which
tradable company shares are registered to individuas. USAID will strengthen the basic banking
infrastructure to build strong, competitive private financid markets. Other efforts focus on policy
and regulatory assistance and direct support for business development through U.S. private
voluntary organizations (PVOs). Contingent upon the government's find approvd of its
restructuring plan, USAID will continue to assst the restructuring of the power sector,
promotion of private participation, and the initiation and implementation of regulatory functions.

The GOR has embarked on a process of palitica and economic liberdization that is intended to
expand participation within the framework of democretic inditutions and the rule of law.
USAID's support to Romanias democratic trangtion is focused on the improved effectiveness
of the executive and legidative branches of the centra government and increasing citizen
participation in political and economic decison-making, primarily a the locd leve through non
governmental organizations (NGOs) and local governments. Two of the three basic elements of
amunicipa finance system, aLaw on Locd Taxes and Fees (adopted) and a Law on Loca
Public Finance (pending), were drafted with USAID assistance. Loca government programs
will receive increased emphasis through 1999.

Socid sector restructuring programs are shifting the programmetic emphass from direct service
delivery to activities which address the systemic causes of socia problems. U.S. assistance
continues to target the specid hedth and socid circumstances facing children and womenin
Romaniaand continues to work for a hedth reform which will shift resources from expensve
tertiary careto primary care. Family planning activities have facilitated an increase from 14% to
23% in the number of young people using modern methods of contraception. USAID will seek
to build on this success, though activities in this sector will focus primarily on child welfare.



Other Donors.

SEED resources leverage substantia financid contributions from other donors. USAID-funded
technica assstance has paved the way for: two energy projects (each for roughly $300 million
¥ co-financed by the World Bank, the European Bank for Recongtruction and Development
(EBRD), and others); the $250 million World Bank privatization and financid reform project;
the $100 million World Bank private agriculture effort; the $55 million World Bank employment
services program; the World Bank's $100 million program to address industrid pollution and
environmenta legidation, the $150 million health rehabilitation activity, the $65 million EBRD
municipa utilities project, and preparatory work for a proposed second tranche of loans for
$140 million. USAID's Democracy Network activity will provide inditutionbuilding to loca
NGOs in support of the World Bank's $20 million Socid Development Fund. The U.S. ranks
behind the European Union (EU) and Germany among donors to Romania.

FY 1999 Program.

USAID's priority in Romaniaisto help the GOR formulate and implement areform package
which puts Romania firmly on the road to economic and democratic reform and responds to
International Monetary Fund (IMF) and World Bank conditions. FY 1999 funding is requested
for the following Strategic objectives. increased transfer of state-owned assets to the private
sector; accelerated devel opment and growth of private enterprises, a more competitive and
market- respongive private financid sector; a more economicaly sustainable end environmentaly
sound energy sector; improved environmental management capacity to support sustainable
economic growth; increased, better-informed citizens participation in politica and economic
decison-making; more effective, respongble, and accountable locad government; and more
effective and sustainable hedlth services and benefits.

To accomplish this, USAID will continue technica assstance to advance a comprehensive and
practica economic reform program, including an emphasis on private independent capita
markets and legd reform, particularly in bankruptcy. Democracy-building prioritiesincude
decentrdization of governing authority and fiscd control to the locd leve, and fogtering the
development of NGOs. USAID remains committed to pursuing key socid service restructuring
opportunities to address broader systemic problems resulting from the transtion. Under cross-
cutting and specid initiatives, FY 1999 funds are requested for gender-related activities,
training, and U.S. Department of Treasury activities.



ROMANIA

(in thousands of dollars)

FY 1999 PROGRAM SUMMARY*

Economic | Democrétic Socia Crosscutting | Totd

Strategic Objectives Redructuring | Trangtion | Stabilizetion| / Specia
Initiatives

Privatization 1,000 1,000
Fiscd Reform
Private Enterprise 11,500 11,500
Financid Reform 4,500 4,500
Energy 3,000 3,000
Environmental Management 2,000 2,000
Citizens Participation 2,500 2,500
Legd Sysems
Loca Government 3,000 3,000
Crises
Socid Bendfits 4,500 4,500
Environmenta Hedlth
Cross-cutting / Specid
Initiatives 4,000 4,000
TOTAL 22,000 5,500 4,500 4,000 36,000

*Support for East European Democracy (SEED) Act funds




TITLE: Privatization, 110-S001.1

5@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $1,000,000
"NRJEFT INITIAL OBLIGATION: FY 1993; ESTIMATED COMPLETION DATE: FY 1999

Purpose: Increased transfer of state-owned assets to the private sector.

USAID Role and Achievementsto Date: USAID supported Romanias mass privatization
program through the establishment of aregistry for the recording of share ownership and
through the development of the RASDAQ stock exchange, through which shares of all
privatized companies are listed and can be traded. Through crestion of a market through which
privatized companies can be traded, USAID has provided the catdytic agent missng in other
privatization efforts %2 the introduction of market discipline and transparency. In addition, the
RASDAQ isbeing used to sdll the State's shares in 600 enterprises. Assistance is aso provided
for the sde of gpproximatey 1000 smal and medium State enterprises through open-outcry
auctions and public tenders, used for companies in which the state owns over 50%.

Description: USAID supports privatization in three ways. First, assstance is accelerating
privatization through establishing and implementing more efficient auction processes, including
the use of the RASDAQ securities exchange which was established with USAID support.
USAID provides @) advisory assstance in drafting of laws and norms, developing new auction
procedures (open outcry) and developing valuation procedures, b) technical assstanceto
prepare the RASDAQ for dectronic auctions; and ¢) establishment of the Privatization
Operations Center (POC) which provides back-office support to the SOF and day-to-day
advisory assistance to the SOF and provides public education/awareness support, including a
dedicated website.

Second, it provides assistance in the areas of competition and bankruptcy law and enforcement.
We are asssting the GOR cregate the legd and regulatory framework for the capital markets and
will continue to assst with the drafting and review of most mgor economic laws, eq., securities,
foreign investment, competition, bankruptcy, environmenta protection and banking supervision.

Third, USAID provides labor market support which includes: (i) trangtiona income support for
displaced workers (severance pay, unemployment benefits; (ii) rapid intervention and planning
assistance to enterprises (to help them engage in the labor- shedding process, (iii) labor
redeployment assistance given to loca public and private service providersto facilitate
employment and relocation services, retraining, public service employment, smdl business
assistance; and, (iv) loca economic development planning.

Host Country and Other Donors. USAID work in these areas is closaly coordinated with the
EU and The World Bank. In privatization, the USAID, World Bank and the EU each support
one 'channd’ of privatization. In labor redeployment, USAID technica assstance directly
supports the World Bank's funding.




Bendficiaries The beneficiaries are the Romanian people as awhole, as privatization will bring
about the discipline, accessto capitd and foreign investment necessary to Romanian companies
achieving comptitive parity.

Principa Contractors, Grantees, or Agencies. Carana Corporation supports the privatization
program, working in cooperation with the State Ownership Fund. Caranaworks closely with
the Intrados Group which isworking with RASDAQ to support privatization auctions. Carana
Corporation, in conjunction with The Recovery Group, supports the bankruptcy program. The
Department of Labor directs the labor redeployment activities, working closdy with the Ministry
of Labor.

Major Reaults Indicators

Basdine Target
Percent State Assets Retained by SOF 100% (1993) 20% (2001)

Number of Companies Privatized 1,350 (1997) 2,700 (1998)



TITLE: Private Enterprise, 180-S001.3

5@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $11,500,000 SEED Act
"ERJERT INITIAL OBLIGATION: FY 1991; ESTIMATED COMPLETION DATE: FY 2002

Purpose: Accelerated development and growth of private enterprises.

USAID Role and Achievementsto Date: USAID'srole isto assist enterprises develop business
management capability and the cagpacity to find new markets, import modern technology,
manage resources more cost- effectively and generate new jobs. Severa hundred smdll
businesses and severd thousand entrepreneurs, including women and rurd citizens, have found
new markets, products, financing and technology through USAID assisted programs. In fact, in
1996 aone, the sdles from USAID-assisted firmsincreased by 30%, far above the target of 5%
growth.

Description: In 1998 USAID programs will accelerate the leverage of its assstance to smal
business by improving the ability of smdl businessesto qualify for loans and repay them.
USAID programs will assst state-owned enterprises in promising sectors rgpidly achieve
privatization and profitability which will dso simulate foreign investment. The Romanian
American Enterprise Fund has also evauated prospective investment projects and began its
lending program during 1995, with atota of $6 million through 1996 and $17 million projected
in 1997.

Host Country and Other Donors. Ongoing efforts in this sector are coordinated with those of
other donors including the United Nations Development Program (UNDP), IMF, World Bank
and EU.

Bendficiaries The direct beneficiaries of this assstance are the private entrepreneurs of smal
and medium sized businesses.

Principa Contractors, Grantees, or Agencies. Washington State University, Citizens Democracy
Corps, Volunteers in Overseas Cooperative Assistance (VOCA), Agricultura Cooperative
Deveopment Internationd, Land O’ Lakes, Aid to Artisans, Entrepreneurid Management and
Executive Development IEMED), and Peace Corps. Romanian-American Enterprise Fund

Major Results Indicators

1995 Badine Taget
Increasein sales for USAID-assgted firms Current leve 5% annud
of firm sales growth

Percent of annual GDP from the private sector 45% 75% in 2000



TITLE: Financia Reform, 180-S001.4

:@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $4,500,000 SEED Act
‘URjEE" INITIAL OBLIGATION: FY 1993, ESTIMATED COMPLETION DATE: FY 2002

Purpose: A competitive, market-oriented private financia sector.

USAID Role and Achievementsto Date: USAID undertook the development of: an eectronic
stock market (the RASDAQ) for trading of newly issued MPP securities; a central securities
depository for RASDAQ market; an independent shareholder regisiry; telecommunications
linkages, broker-deder training; salf regulatory organizations for both broker-dealers and
investment companies, cregtion of new investment companies, a securities andydstraning
program; and ass stance to the Romanian securities commission. USAID assgsthe
Government to improve its implementation of public finance laws. USAID-funded US Treasury
assgtance resulted in adraft privatization law for state banks. A USAID-funded program has
assisted Romanian bankruptcy courts organize bankruptcy proceedings, US Federd
Bankruptcy judges, bankruptcy attorneys and trustees volunteers assst. As a measure of
success, the growth of the volume of equity trading per week in 1996 was to 200%; well above
the target of 50%.

Description: In the capital markets area, assstance is being provided to solidify growth of the
RASDAQ dectronic stock market and supporting ingtitutions, promote regulatory
implementation, and support the GOR's intent to use the securities exchanges for privatization.

USAID-funded advisors work with the National Bank of Romania to strengthen capecity to
supervise and promote a safe and sound banking sector, through training bank examinersin on
gte ingpection policies and procedures, problem banks and prudentia enforcement mechanisms.
USAID continues to assst Romanian bankruptcy judges improve the adminigtration of their
courts as bankruptcy cases proceed under the new market-oriented law, primarily by adding
the adminidrative, recelvership and trustee functions which are missng in Romania, but required
for legd bankruptcy in amarket economy. US Treasury advisors have worked extensively with
the Nationd Bank of Romania, the Ministry of Finance and the Council for Coordination,
Panning and Economic Reform to develop a market-driven government debt securities program
to reduce the budget deficit; to improve the nationa budgeting process, and, to improve the
adminidration of tax collection, auditing, servicing, etc.

Host Country and Other Donors. Ongoing efforts in this sector are being coordinated with the
World Bank, EU, the British Know How fund and Canadian technical assstance teams.

Beneficiaries The Romanian population & large will have access to a much improved financid
sysem.

Principa Contractors, Grantees, or Agencies. Barents, INTRADOS, Carana Corporation,
Financid Markets International, and the US Treasury.




Major Results Indicators

Percent of state-owned banks privatized

Number of licensed viable private
Commercid banks

Percent increase in volume of equity trading
per week (Buch. stock mkt and RASDAQ)

Number of wel-functioning Mutua Funds

Number of registered Broker/Dedlers operating
on Stock and RASDAQ

1995 Basdline Target

0% 100% (2000)

25 100 (2000)

$50,000 1996: 50%;

1997: 30%;

1998-2000: 20% avg.

3 70 in year 2000

40 250 in year 2000



TITLE AND NUMBER: Energy, 180-S001.5

=55 PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $93,000,000 SEED Act
INITIAL OBLIGATION: FY 1995; ESTIMATED COMPLETION DATE: FY 2002

I LY

Purpose: A more economicaly sustainable and environmentally sound energy sector.

USAID Role and Achievementsto Date: This component of USAID's assistance program has
been developed in close collaboration with the World Bank and the EBRD, to leverage their
combined $600M investment program to the sector. USAID's program has helped shape and
advance the Banks reform agendas and is contributing a substantid body of andysis and action
planning to make reform aredity. USAID's support has been critical to the definition of
problems in the three sub-sectors and to helping design indtitutiona solutions and a workable
lega and regulatory framework.

Description: USAID assistance to the Power Sector has been focused on developing a
restructuring plan that entails competition, private participation, and compliance with EU
requirements. The GOR isin the process of reviewing this plan. Future USAID assstance will
help to implement the plan. Recommendations for restructuring of the downstream (refining)
sector included arestructuring strategy and a critica investment report. As aresult, two
refineries are dated for liquidation and there are plansto end al subsidiesto refineries. Further
assiganceis planned pending GOR commitment to restructuring. Technica assstance and
equipment will continue to the Nationa Agency for Mineral Resources to develop and
implement tariff system, eaborate, expand, and implement oil and gas sector regulations, and
establish a management information system. Under the Energy Efficiency project, training and
technica assstanceis being provided to capitalize two energy service companies (ESCOs) able
to carry out tens of millions of dollars of energy efficiency projects usng Performance
Contracting.

Host Country and Other Donors. The GOR participates in these projects with personnd and in-
kind contribution. The World Bank, European Bank for Reconstruction and Development
(EBRD), and European Investment Bank (EIB) are providing assstance, in the form of
restructuring loans to the petroleum and power sub-sectors. These loans are being granted with
the view to implement restructuring and modernization of these sub-sectors and promote private
investment.

Bendficiaries The primary beneficiaries of this assistance are the commercial and household
consumers, through the supply of more efficient and less costly energy resources.

Principal Contractors, Grantees or Agencies. The primary contractor for the policy activitiesis
Bechtel Corporation. Electrotek Concepts implements the energy efficiency activities.




Major Results Indicators

Badine
Externd private investment in energy $150M
Market share of independent power producers 2%
Electricity and hesat law enacted None
Regulatory body established None

Savings from energy efficiency projects 0

Target
$3800M

50%
Yes (1998- 99)
Yes (1998- 99)
$4AM



TITLE: Environmental Management, 180-S001.6

33@ STATUS: Continuing
PROPOSED OBEGATION AND FUNDING SOURCE: FY 1999: $2,000,000 SEED Act
‘NREET INITIAL OBLIGATION: FY 1991, ESTIMATED COMPLETION DATE FY 2002

Purpose: To increase public and private cgpacity to address criticad environmentd congtraints to
sustainable economic development and growth.

USAID Role and Achievements to Date: USAID programs provide assstance in drafting and
implementing environmenta legidation and regulations in support of sustainable economic
restructuring and growth. USAID has supported GOR efforts to develop a sustainable legal and
regulatory framework. It included developing the Environmental Framework Law, the Waters
Law, and implementing regulations in support of the Environmenta Law. Asadirect result of
USAID'swork in the policy area, the concept of environmentaly sustainable development is
prominent in the new legidation. Our support was key in encouraging public participation in the
debate over and the development of the Environmentd Law.

Improved industrid operations and practices have been ingalled through replicable pilot
projects: An investment of $28,000 for installation of a new frequency converter at the Sidex
Sted Mill was returned dmost immediately with an estimated annua savings of $36,000 due to
lower energy consumption. Additiona savings in the coming years are expected due to reduced
maintenance costs and emissions from the coke plant. Sdex intends to purchase at least 14
more similar frequency convertersfor smilar applications.

In Zlatna, a demongtration project for reducing environmenta risk to population was designed
and implemented. The activity reduced the exposure of young children to lead; enhanced air
quality monitoring and control system with loca authorities;, and improved occupationd hedth
and safety procedures at the plant. This pilot is being replicated in other cities.

USAID has carried out an ingtitutiona needs assessment of the entities responsible for the
enforcement of the environmenta laws and regulations. Based on the results, USAID will work
with selected loca entities providing training, TA, and limited equipment for compliance
monitoring and enforcement. USAID will leverage other donor funding to equip loca
environmenta organizations. USAID will aso assst with the creation and strengthening of loca
environmenta firms. The support will be designed to assist firms meet certification criteriaand to
develop modd projects. USAID will select targeted polluting entities to provide TA and on-the-
job training in complying with environmenta regulations.

Through the Globa Environmentd Facility (GEF) Danube River basin Project, USAID will
assst the GOR with its efforts to reduce emission of toxic compounds and pathogens to the
Danube river and its tributaries. The GEF will aso provide assstance to design and implement a
transboundary dert monitoring system dong the Danube River and itstributaries.

Host Country and Other Donors. The GOR participates in these projects with targeted cash
contributions and with personnel and in-kind contributions.




The World Bank end EBRD provide assstance in the form of investment loans designed to
improve locale water management system and to finance investment at polluting enterprises.

Beneficiaries Local communities, targeted industries and the Ministry of Waters, Forests and
Environmentd Protection (MOWFEP).

Principal Contractors, Grantees and Agencies. Camp Dresser and McKee (EHP), Chemonics
(EAPS), World Environment Center (WEC), Harvard Indtitute for Internationa Development
(CE4P).

Major Results Indicators;

Basdine Target
Average blood lead levels in targeted areas 30-45mg/d 23-38 mg/d
in 1995 in 1998
Environmenta laws, and regulations developed 2 in 1997 3in 1998
Environmenta needs assessment None (1996) Y es (1998)

02 and particulate leve in air
(a) S02 (1000 tons/year) 1,335in 1996 1,274 in 1998
(b) Particulates (1000 tons/year) 772in 1996 751in 1998



TITLE: Citizens Participation, 180-S002.1

:@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999 $2.500,000 SEED Act
‘URjEF"  INITIALOBLIGATION: FY 1994, ESTIMATED COMPLETION DATE: FY 2002

Purpose: Increased, better informed citizens participation in political and economic decison
making.

USAID Role and Achievementsto Date: USAID concentrated its Democracy Network
(DemNet) activities on the indtitutiond strengthening of NGOs. Training and technica assistance
were provided on proposa writing, advocacy and grassroots organizing, marketing and
communication, adminigrative and financid management systems. Thirteen Romanian NGOs
received sub-grants through the DemNet program. Recipients devel oped 40 proposds, to be
funded by other donors. Handbooks on financia management, communications and fund-raisng
were published and distributed to the NGO sector.

USAID continued to provide training and technical assstance to the locad media, focusing on
televison stations and newspapers outside the capitd. Training emphasized business
management (including advertisng, sdes, and circulation} and basic journaism techniques and
standards. USAID aso provided training amed a improving economic reporting.

USAID provided support to the development of Parliament through the Congressiond
Research Service (CRS) program. The mgor elements of the program included technical
assistance to develop the parliament's research, andysis, and reference capacity, the provison
of automated equipment and software, and the enlargement of the parliamentary library.

USAID provided assistance to the Offices of the President and the Prime Minigter and to
Minidriesin public relationsin connection with the reform process. In addition, USAID
provided assstance to the School of Magistrates and sponsored legidative drafting seminars for
Parliament and the Legidative Council.

Description: Support to address ingtitutiona development of NGOs. An important objective for
the GOR is to strengthen the government's relationship to civil society, i.e. to the citizens,
through nationd and local NGOs. The vast mgjority of NGOs remain poorly organized and
strapped for financing. Through continued training, technical assstance and sub-grants, loca
NGOs are hel ped to become sdlf-sustaining and capable of: influencing the formulation and
implementation of public policy; serving as aforum for public policy debate and advocecy;
mohbilizing private resources, forming partnerships and dliances with gppropriate public and/or
private organizations, raising funds to further the purpose of the NGOs and secure their financid
and organizationd sudainability.

USAID isdso providing assistance to develop an effective capacity of civil society to address
community needs and to leverage financiad support from the World Bank's Socid Devel opment
Fund and other donors.



Building on the accomplishments of its CRS activity, USAID has developed a new program to
srengthen the Romanian Parliament. The program focuses on improving the work of the
committees and parliamentary groups, and shortening the time needed between drafting,
reviewing and adoption of legidation.

USAID will provide assstance to help GOR organize the reform process in order to be
respongve to civil society and consolidate the democratic process. Many of the highest
government leaders, including the President and Prime Minigter, come from civil society
backgrounds, as former leaders of NGOs or labor organizations. Such leaders and their key
advisors, never having served in government, need help in organization and management in
order to carry out proposed reforms. To this effect, USAID has started its assistance to the
executive branch in organization/management, and other areas related to effectively carry out
reform programs. Senior and mid-level government officids are participating in U.S. and Centrd
Europe study tours, to meet and confer with their American and Central European counterparts.

Host Country and Other Donors. EU, EBRD, the Soros Foundation, International Republican
Ingtitute (IRI), and some individua European countries have programs which address this
objective. Mission coordinates with other donors to avoid duplication of efforts. The
Government of Romania does not provide matching funds or in-kind support for NGO
development programs. Public Administration activities are largely supported by Romanian loca
government personnd and indtitutions, NGO recipients dso provide facilities and support with
their own personnd. USAID isthe only donor addressing ingtitutiona development of NGOs.

Bendiciaries The main bendficiaries are the locd communitiesin Romania Citizen groups and
locd NGOs will improve their public advocacy methods and skills, as wdll as ther ingtitution
building capabilities. Ultimately, NGO gaff members will gain credibility and government
officids will become aware of the value of didogue, team work, and participatory training as
examples of democracy a work in the effort to address needs a the community level.

The Executive Offices, the Parliament and the Legidative Council are dso beneficiaries of
USAID assstance. By increasing their capacity, these key ingtitutions will become more
responsive to citizens needs and will make the reform process more sustainable.

Principa Contractors, Grantees, or Agencies. Assistance to civil society isimplemented through
a cooperative agreement with World Learning Inc., in collaboration with the Nationa
Democratic Indtitute for Internationa Affairs (NDI) Freedom House/Nationd Forum
Foundation (FH/NFF) and International Center for Not-for-profit Law (ICNL) are also
involved in the program, as regiond contractors. This objective is aso supported by work
performed under SO 2.3, local government.

The assstance to the Parliament and the Executive Officesis implemented through a contract
with Development Alternatives, Inc. Additiond assstance in the legidative areais provided



through the American Bar Association's Centrd and East European Law Initiative
(ABA/CEELI).

The assstance to the loca media, aswell as additiona ass stance to the Executive Officesin
public relations, are provided through cooperative agreements with FH/NFF.

Major Results Indicators:.

Badine Target
Number of priority community concerns 0(1997) 14 (1999)
formally targeted through collaboration
between public authorities, civil society
end citizens

Average Capacity rating for USAID- 1.3 (1996) 3.2 (2000)
assisted loca NGOS/PVOs (4 point scale)

Number of mechanisms establishedto 3 (1997) 70 (2000)
enable the public to observe and contribute
to an open legidative process and interact
with representatives



TITLE: Local Government, 180-S002.3

33@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $3,000,000 SEED Act
‘NREET INITIAL OBLIGATION: FY 1995 ESTIMATED COMPLETION DATE: FY 2002

Purpose: More Effective, Responsive, and Accountable Loca Governments.

USAID Roale and Achievementsto Datar USAID has provided assistance to several Romanian
citiesin housing and management through crestion of condominium associations which no longer
look to government for solutions, and in systems management for those same cities with
emphasis on budget and financia management with the computerization necessary to support
those systems. So far Six cities have recelved technica assistance in budget and finance, the
creation of modern program budgets, or computerization. As a result, two of these cities have
been asssted in qudification for European Bank for Reconstruction and Development loansto
improve their water and waste water systems. As aresult of the condominium project, the new
housing law passed in October 1996 will not only provide for the existence of condominium
associations but will require their cregtion as replacements for tenant associaions for privately
owned apartments.

The Romania Public Adminigtration Program began operation in October 1995. Itsfirst public
participation specidists began work in Romania a that time. Asaresult of their efforts, acitizen
information center constructed, staffed and began operation in Slobozia, sponsored by the
Laomita County Council. In late 1996, a second information center was opened in Bucharest to
service residents of the capitd. The assstance was provided in cooperation with then Mayor of
Bucharest Victor Ciorbea, who is now Prime Minigter.

Destription: By expanding the condominium activity, aloca NGO capability to creste and train
condominium associationsis being produced to cope with the national demand generated by the
passage of the new condominium law. The result will be sustainable organizations nationwide
capable of property management and maintenance and interface with loca government agencies
such as utility providers. The Romania Public Administration Program encourages
decentrdization of power to locd authorities by increasing the capacity of loca governmentsto
perform their lega responghilities. Among those responghbilities is economic development. The
program focuses on economic assessments of each pilot city and the production of development
plans for each. To combat the tendency to look to the centra government for solutions, the
public participation focus of the program encourages NGOs and individud citizens to participate
in loca authority decison-making and encourages locd authorities to make effective use of
citizens input. The program initidly targeted five pilot cities, and has been expanded to three
more. Theinitia five were charged with transferring lessons learned to the second three and the
eight will be the basis for spreading the benefits of the program throughout Romania.

The Public Adminigtration Program focuses on economic development, public management, and
public participation. It provides for short term advisors in each of these areas to concentrate
activities on each of five pilot cities. The successful projects from each of these citiesis being



transferred to five additional Romanian cities. The public participation focus of the program
encourages NGOs and individud citizensto participate in loca government decision-making
and to encourage locd authorities to make effective use of citizen input. Among the few
permitted activities of loca government isloca economic development. As citizens become
more involved in government, they will become equaly involved in economic decisonmaking
aswell.

The Municipa Finance and Credit Program focuses on decentrdization of financid authority
from the central government to local authorities. It has provided direct assstance to the
Romanian Ministry of Finance in the drafting and adoption of anew Law on Loca Taxes and
Fees and in the drafting and parliamentary consderation of anew Law on Locad Public Finance.
The program will continue to provide technica assstance to the government and to loca
authorities in the establishment and operation of a system of municipd credit. The ability to
finance capita investment projects localy will enhance the ability of democraticaly eected locd
officids to provide services directly to their condituencies.

Host Country and Other Donors. EU, European Bank for Recongtruction and Devel opment
(EBRD), Internationa Monetary Fund (IMF), the Soros Foundation, National Democrétic
Ingtitute (NDI), and some individua European countries, notably the United Kingdom and
Denmark sponsor programs that directly or indirectly impact this objective. Public
Adminigration Program pilot cities do not receive smilar assistance from other donors.
Individua recipient cities provide facilities and support with their own personnel.

Beneficiaries Public Adminigration beneficiaries are the citizens of the targeted communities
who will enjoy improved services and a have greater role in running their communities. Locd
authoritieswill dso benefit from training and skill development. Ultimately the centra
government will benefit through being able to turn over authority for essentidly locd activitiesto
loca authorities.

Principal Contractors, Grantees or Agencies. This objective is supported by contracts with
Chemonics Inc. for the Public Adminigiration Program and with the Urban Ingtitute for the
Municipa Finance and Credit Programs.

Major Reaults Indicators:;

1995 Basdine Taget
Revenue available from nationa and loca sources TBD 15% increase by 1999
Number of forma mechanismsfor loca 1 20 (1998)
governments to exchange ideas & involve citizens
Percent of budgets of USAID-assisted local 0% 50% (2000)
government units thet are sdf-directed 0 2 (CY 1997)
Laws egtablish regulatory and policy framework 2 (CY 1998)

for decentrdization



TITLE AND NUMBER: Social Benefits, 180-S003.2

;@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $4,500,000 SEED Act
‘URjEF" INITIAL OBLIGATION: FY 1990; ESTIMATED COMPLETION DATE: FY 2002

Purpose: Individuas Recelve More Effective and Sustainable Hedth Services and Benefits

USAID Role and Achievementsto Date: Modding prevention, community-based services,
primary hedlth care, and sound management practices has been amgor focus for the last five
years.

Community-based approaches to care of Romanias ingtitutionalized children have been
successfully demondtrated in ten counties. Social workers and educators have been trained and
are working in collaboration with staff in government indtitutions to demonstrate services to
prevent abandonment; facilitate family reintegration, domestic adoption and foster care; or
improve the socid and living skills for children and young adults. Government officids are
garting to implement smilar programsin other counties. Romanian socia workers and managers
trained though these projects are now taking aleadership role in addressing child welfare issues.
Nationd and loca groups have been created to advocate for children's rights and to promote
improvementsin child welfare legidation and adminidrative policies.

Family planning services have been developed and seven clinics have provided high qudity
services and education, which have served over 27,000 women to date. The Ministry of Hedlth
isnow utilizing seff trained by the program to train government family planning providers.
Family planning managers are being trained in contraceptive logistics management.

A primary hedth care curriculum has been developed and gpproved by the Ministry of
Education. More than 3,700 students, residents and generd practitioners will be trained each
year in primary hedth care at the Medica school in Cluj. Concepts of primary hedth care will
be introduced to schools of dentistry and pharmacy.

Six new-born protocols are in place in 12 maternities and will be introduced in another 40
hospitas impacting 80% of al mothers and newborns. Safe and effective hepatitis B vaccines
are now being given to al newborns whom are born in maternities. Over 17,000 workers have
been screened for cardiovascular risk; those at risk will receive prevention education and
follow-up screening. An early childhood development program has resulted in the devel opment
of anationa curriculum that has been implemented at 20 government Stes.

Hedth management technica assstance and training has focused on introducing to hedth
managers and providers in the hedth reform didtricts concepts of quality assurance, practice
management, and methods for determining costs and performance. The program facilitated the
creetion of work groups of generd practitioners and specidistsin two reform didrictsthat are
now deveoping practice protocols and standards to improve quality of care and have
implemented procedures to increase client accessto care.



Destription: The GOR has taken great strides to decentralize the decisionmaking and
management of child wdfare sysemsto the locd, county level. USAID will help three targeted
counties set up the adminigrative framework for a community- based, family-focused child
welfare system and reduce over-dependence on ingtitutiondization of children. It is expected
that these three counties will serve as mode s for other judets which support the GOR's
objective to replace indtitutions with community based models of caring for children. USAID
has aready begun a policy didog with the Secretary of State for Child Protection to encourage
gpecific steps to begin de-emphasizing ingtitutions and to redirect resources to dternative
services and to rely more on prevention, family reunification, foster care, adoption and day care
centers to solve the problem of children in need of protection.

Through the United Nations Children's Fund (UNICEF), the program will continue to promote
the sustainability of community based care for children by educating policy makers about the
achievements of the projects.

Seven USAID funded family planning dinics will implement sustaingbility plans. To increase
access to modern contraceptives, private pharmacists will be trained in contraceptive marketing
and operations management. The program will continue activitiesto help create apolicy
environment supportive of women's and children's health.

A hedth management training partnership will build upon program activities initiated to dete and
on aWorld Bank management training program. The partnership will strengthen the knowledge
and skills of the hedth management training saff and hedth managersin the fidd by assessing
and improving the health management curriculum The program will facilitate linkages between
health management training and practica application in the context of hedth reform
implementation, through the development of case studies. The program wilt dso facilitate
information sharing and problem solving across reform digtricts and with other Central and East
European countries implementing hedth reform.

Host Country and Other Donors. On going efforts related to women's and children's hedth are
coordinated with those of other donors, including UNICEF, United Nations Fund for
Population Activities (UNFPA), EU (Child Protection Program), and the World Bank. USAID
is represented on the Nationd Committee for the Protection of Children, which has developed a
Nationd Action Plan for child protection. The Minigiry of Hedlth is beginning to provide family
planning services around the country and to provide training to about 400 generd practitioners
and obgtetrical nurses.

Efforts related to hedth system reform are coordinated with the World Bank and EU. The

World Bank has been the mgjor donor in the health sector, providing loans for primary health
care, family planning dinics and a hedth management training ingtitute. The Ministry of Hedth
has initiated severd laws rdated to health reform, has taken the initiative on developing a cost
mode, isimplementing health reform in eight counties, and supports (through the World Bank



loan) the Indtitute of Hygiene, Public Hedlth and Health Services and Management (11PSSC).
The I1PSSC daff isrespongble for hedth management training and technical assistance to the
reform digtricts.

Bendiciaries All Romanians will eventudly be impacted by hedth reform efforts. Women of
reproductive age and children account for 40% of the population in Romania, or about nine
million people. The USAID-supported program reached about one-hdf of these beneficiaries.

Principa Contractors, Grantees, or Agencies. USAID implements activities through U.S.
PVOs, locd NGOs, U.S. firmsand U.S. universitiesincluding: Feed the Children, Holt
Internationa Children's Services, Project Concern Internationd and World Vision.

Maijor Resaults Indicators:

Badine Target
US modd of community and family-based services
for child care established in Romanian counties 0in 1998 3 (2002)
Increased use of modern contraceptives 14%in 1993 35% (2000)

Percent of private sector in contraceptive procurement 5%1in 1996  30% (2000)



RUSSIA
FY 1997  FY 1998 FY 1999
Actual Estimate Request
Freedom Support Act $95,700,000 $129,100,000 $225,400,000

I ntroduction.

Russia's continued evolution toward free-market democracy remains centrd to the U.S. nationa
security, political and commercid interest. In supporting and hastening that evolution, the U.S. seeksto
build and consolidate new relaionships with Russa, firgt as e full partner on awide array of globa
issues ¥4 ranging from the maintenance of regiond and international peace to the reduction of
environmenta threets %, and second, as an active partner in trade and investment. The Russian
Government has pursued a course that has permitted these relationships to take root while U.S.
assistance has contributed significantly to the broad agenda of change and innovation, working with
public and private Russan partnersin virtualy every sector.

The Development Challenge.

Over the past five years, progress toward reform in Russia has been remarkable. Some examples
indude: massive privatization efforts; free and fair dections; thousands of new business starts;
transparent and legd capita markets; the establishment of tens of thousands of new non-governmentd
organizations (NGOs); over 500 new, locd TV sations and 8,000 independent newspapers; increased
effidency in hedth care service ddivery; new and environmentaly friendly industrid processes, new land
ownership laws signed by the President, and increased openness of loca and city governments. While
Russia can look with satisfaction at these achievements, the road ahead continues to pose challenges.
For example, dthough the privatization process progressed much more rapidly than was anticipated in
early 1992, restructuring of many of these privatized enterprises hes lagged. Because it is such anew
concept in Russia, the new laws surrounding private land ownership are controversid and their
implementation continues to pose problems. Foreign investment levels are relatively low as potentia
investors display caution in the face of uncertainties about Russia's poor credit rating, a confusing tax
system, and policies governing economic activity and foreign participation. Lessons from the late 1997
Asian economic crisis have underscored in the minds of many leaders the need to adopt more
internationally accepted policies and procedures.

Corruption and organized crime continue to be of concern, reflecting alack of effective and
comprehengve systems to maintain the rule of law under trangparent and democratic principles. A
vigorous independent media has sprung up across Russia, providing sgnificantly greater citizen accessto



objective information and dternative points of view, but threats to independence persst. Democratic
gods have aso been furthered by the impressive growth of Russids civil society. The growing nort
governmenta sector, while fill in its early stages of development and till not firmly rooted, is becoming
more active in providing a voice for people to express their concerns about government policies and
programs. Among the chalenges facing non-governmenta organizations (NGOs) are the need to learn
strong management practices and diversify their funding base. Production of greenhouse gases and other
environmentally harmful industrid practices continue and an enforceable environmenta lega structure
has not yet been developed. As could well be predicted in any government and society experiencing
such rgpid change, the adminigration is not without the taint of scandd, but more importantly, leading
reformers continue to receive prominent positions in the executive branch, confirming Presdent Y dtan's
Government's commitment to push the reform agenda forward.

Fraying of the socid fabric continues to threaten reforms. High unemployment, an inadequate housing
stock, especidly for demobilized military personne, unpaid salaries, inconsistent pension paymentsto
seniors and people with disabilities, less access to the education system, and hedlth risks from infectious
diseases and environmenta factors have the potentia to undermine the human resources necessary to
sugtain the sgnificant progress Russa has made.

Key economic indicators for the Russan economy during 1997 are mixed. Preliminary data suggest
0.5% growth in GDP % the first GDP growth since the collgpse of the USSR. These figures probably
undergtate actua performance, particularly in the dynamic informa sector. Foreign investment in the
economy reportedly grew in 1997 relative to 1996, but unemployment continues to rise. Russias fiscd
problems have not eased, with tax revenues falling so sharply that International Monetary Fund (IMF)
disbursements were suspended before being resumed in January 1998. Two very encouraging
indicators are the continued sharp decline in inflation (down to alevd found in the U.S. in the early
1980s - 11%) and the success of both the Government of Russia (GOR) and a number of large
enterprises in salling stocks and bonds aoroad to foreign investors. Still, foreign investment levels are
nowhere near those required to revitaize and expand Russias productive capacity. Domestic investment
will not be enough to overcome the invesment shortfdl - and many Russans now redlize how vitd
foreign invesment is. USAID support for tax and legd reform will likely play arole in increesing investor
confidence over the medium term.

Other Donors.

A key objective of U.S. assstance to Russiaisto serve as a catayst for other assistance providers,
both bilatera donors and most importantly, internationa financial ingtitutions. USAID technicd
assstance has been crucid to laying the groundwork for large-scale World Bank loans to strengthen
key indtitutions such as the Federa Commission for the Securities Market. USAID technical assstance
has dso been ingtrumentd in securing over $1 billion in World Bank loans for housing, communal
sarvices, legd reform, urban development and loca infrastructure development. Improving coordination



with other bilaterd and multilatera donors remains an important god of USAID in Russa. USAID
works closely with the European Union (EU), and G7 bilaterdl donorsin awide variety of technica
aress, from hedth care to smdl business development to rule of law.

FY 1999 Program.

In FY 1999, U.S. assstance will continue to shift its support toward the trade and investment needed
for Russids economic growth and strengthening civil society. With the economy subgtantidly in priveate
hands and many new economic and politicd inditutions in place, the Administration's Partnership for
Freedom (PFF) and the companion Regiona Investment Initiative will emphasize boosting trade
between Russa and the U.S,, facilitating rgpid increases in foreign and domestic investment, fostering
cooperative activities to srengthen civil society and democratic rule, and promoting durable ties
between U.S. and Russian partners.

Under the god of economic growth, USAID will focus activities on helping to remove the impediments
to trade and investment. Funding is requested for Strategic objectivesin fisca reform, private enterprise
development, financid reform, and energy. In collaboration with United States Information Service
(USS) and Commerce, USAID will support the Presidentid Management Training Inititive to provide
training and internships in business skills to some 5,000 Russians per year. The U.S.-Russa Investment
Fund will continue to play acritica role in supporting entrepreneurs and small and medium enterprises to
energize the economy, cregte jobs, and build support for implementing reforms at the nationd levd.
Under the democracy and governance god, USAID requests funding for two Strategic objectivesto
increase citizens participation and improve legd systems. Socid abilization, while dleviating hardship,
isacritica eement of ensuring that hard-won reforms are supported and sustained. Under the socid
gabilization god, USAID will continue to focus on hedth care finance reform, hospital partnershipsto
improve the care available to citizens in sdected cities, and activities designed to address both the public
hedlth and economic dimensions of environmenta degradation. Funding is requested for strategic
objectives in sustainable socid benefits and services environmenta hedlth.

Planned activities under Crosscutting and Specid Initiatives include targeted training, exchanges and
partnerships between American and Russian organizations, program design and evauation, and the
broad program of the Eurasia Foundation. USAID will continue its work to strengthen lega codes and
the judiciary, while Department of Justice (DOJ) and the Federd Bureau of investigation (FBI) will
address crime and corruption prevention. Activities of mutua concern undertaken in support of the
Gore-Chernomyrdin Commission and the Partnership for Freedom, and under the auspices of the
Regiond Investment Initiative, are dso being funded under this rubric. USAID, in concert with DOE,
will continue to help fogter privatization, rate setting and price incentive rationdization in the energy
sector, which has benefits for both the economy and the environment. Support is provided in areas such
as hedth, energy, environment, agriculture, and capital marketsbusiness, with activities being carried out
on amulti-agency basis, with the rlevant U.S. Government agency assuming lead respongibility for



implementation. Other U.S. Government entities participating through inter-agency transfersfrom

USAID include EPA, Health and Human Services (HHS), United States Forrest Service (USFS),
Treasury, United States Information Agency (USIA), Department of Energy (DOE), Peace Corps,
Commerce, USDA, DOJ, and Nationa Science Foundation (NSF).

RUSSIA

FY 1999 PROGRAM SUMMARY*
(in Thousands of Dallars)

Economic Democratic Social Crosscutting
Strategic Objectives Restructuring Transition Stabilization /Special Total
Initiative
Privatization
Fiscal Reform 8,500 8,500
Private Enterprise 53,000 53,000
Financial Reform 13,650 13,650
Energy 1,500 1,500
Environmental Management
Citizens Participation 15,900 15,900
Legal Systems 5,000 5,000
Loca Government
Crises
Social Benefits 2,700 2,700
Environmental Health 12,000 12,000
Crosscutting/Specia Initiatives 113,150 113,150
TOTAL 76,650 20,900 14,700 113,150 | 225,400

*Freedom Support Act (FSA) funds




TITLE: Fiscal Reform, 110-SO01.2

33@ STATUS: Continuing
prrxerry  PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $8,500,000 Freedom Support Act
“URJNRT INITIAL OBLIGATION: FY 1992, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Tax system reformed.

To support the development of an efficient fiscd system in Russawhich is adapted to the needs and
functions of amarket economy as well asto the government's need to raise revenues sufficient for public
expenditures.

USAID Role and Achievements to Date: Since 1994 USAID has provided arange of technical experts
and training opportunities to the Minigtry of Finance, the State Tax Service (STS), the Russian
Parliament (both the Duma and the Federation Council), and regiona oblasts to support primarily
initiativesin tax reform. The advisory services have included expertsin drafting of tax legidation,
adminigration of tax systems, protecting and monitoring of tax revenues, and andysis of yiedd and
impact of aternative tax rules. USAID has aso supported municipa government efforts to introduce
local property tax asamagjor revenue source, and to improve budget and revenue management at the
locd levd.

The Ministry of Finance, asssted by U.S. legal and economic advisors, prepared a comprehensive draft
Tax Code during 1994-96, but adoption has been staled due to strong opposition in the Dumaand
from some Government of Russia (GOR) factions, in the face of such oppaosition, the government has
set more modest legidative gods, focusing its efforts on tax adminigtration procedures, the VAT, and
profits and excise taxes.

USAID has been asssting with the design of efficient, market-based local property taxesin two cities
which, with the support of the MOF and Duma, are expected to be pilots for nationwide introduction of
the property tax as a primary source of local revenue. With confidence in this revenue source,
municipdities will become increasingly willing to privatize municipa property rather than hold onto
commercid land and buildings in order to retain the flow of "leasing fees' that are now amgor source of
loca revenue.

Description: USAID supports avariety of program initiatives related to tax policy development and
implementation. Under tax legidation, USAID advisors have worked closdy with the Russan
Government to develop adraft Tax Code. When adopted, the Code will substitute for seven existing
tax laws to make the tax system more Smple and effective. In the area of intergovernmentad relations,
advisors are working with the GOR on the separation of fisca authorities between the federd, regiond
end loca governments. Furthering more rationae gpproaches to the budgeting process, advisors have
developed revenue-estimating models for mgjor taxes to be used in forecasting receipts and andyzing
revenue impact of dternative tax policies. These models will be used in a newly established department



within the Minigtry of Finance, whose primary tasks is revenue estimation. Assistance is aso provided to
the State Tax Service, in establishing improved systems for tax administration, covering such arees as
arrears collection, large taxpayer programs, audit procedures, centraized processing of tax declarations,
and organizationd sructures. Lastly, USAID hdpstrain auditors in modern audit techniques.

USAID and U.S. Department of Treasury advisors will continue to help improve tax administration,
while legd and economic advisors will continue to assst the MOF and Duma with problem-diagnosis,
program design, and legidative action on the GOR tax reform program. That will include assstance in
reform of individua income and payroll taxes and tax regimes for selected sectors as well as continued
advice regarding changesto the VAT. USAID will dso support continued implementation of the new
property tax system in pilot cities.

Host Country and Other Donors: USAID works with the Ministry of Finance, the State Tax Service,
and Parliament and coordinates closely with other U.S. agencies (principaly Treasury) and other
supporters of Russas reforms, particularly the Internationa Monetary Fund and the World Bank, both
of which are dso providing technica assstance and training in fiscal issues and tax adminigtration.

Bendficiaries Business investors, recipients of state payments (pensioners, public employees, and
suppliers), and the generd amosphere of “financid discipline and fulfillment of payment obligations will
benefit from reform and improved adminigtration of Russas tax system. The current system imposes
high tax burdens on honest taxpayers but suffers from poor tax compliance, excessive exemptions and
arrears of mgjor enterprises, and inefficient administration. Dwindling red revenue collection threstens
the viability of Russas macroeconomic stabilization program, erodes the capacity of the government to
deliver basic public services, and, through "sequestration of expenditures” resultsin state delinquencies
to pensioners, state employees, and government suppliers that sets a bad example of payments arrears
that permestes much of the economy.

Principal Contractors, Grantees, or Agencies. Fisca reform activities are implemented under the overal
direction of USAID. The Georgia State University (GSU) is now serving as the overdl technicd
coordinator for the U.S. Government'stax reform activitiesin Russa The Department of Treasury
participates actively in the program through inter-agency transfers. KPMG's Barents Group, the Center
for Financia Engineering and Devel opment, the Soros Foundation, and Georgia State University aredl
deployed in different aspects of the program.

Major Results Indicators:.

Basdine Target
Fixed capita formation increases 17.7% of GDP (1995) 22% (2000)
Tax revenue: actud asapercent of planned ~ 79% (1995) 95-105% (2000)

Tax code adopted 0% (1995) Adopted (1999)






TITLE Private Enterprise, 110-S001.3

‘-@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $53,000,000 Freedom Support Act

NEEE" INITIAL OBLIGATION: FY 1992, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Accelerated development and growth of private enterprise, based on individud initietive and
the operation of market forces.

USAID Rale and Achievements to Date; USAID has made direct contributions to developing the
policy, legidative and regulatory framework appropriate for private sector growth through the provison
of expert technicad advisors, training and study tour opportunities, by providing direct technica
assistlance to smdl, medium and large firms by volunteer executives, and by financing experimenta
mode s which have demongtrated what can work in Russia. Successful modds of private ownership and
management in firms both large and small have been developed in collaboration with private Russan
partners and the relevant lessons have been shared with policy makers at dl levels of government.

A primary dement of USAID's private enterprise development efforts has been the support for an
increasingly viable network of business support ingtitutions rendering services to entrepreneurs and
businesses. USAID-supported professiona associations, training inditutions, consulting firms, busness
incubators, business centers, and financid inditutions are dready sgnificantly improving the business
skills of thousands of entrepreneurs, contributing to a more favorable business policy dimatein the
regions, and spurring new enterprise sarts. The outreach of this business support network has been
sgnificant, providing business skills training and consulting assstance to over 200,000 entrepreneurs.
More than 200 ingtitutions from Novgorod to Y ekaterinburg to Sakhdin Idand make up the network
and provide adirect channd for USAID support at the grassroots level for enterprises and businesses.
Conservative estimates by USAID's contractors and grantees point to the creation of nearly 50,000
new jobs, and over 5,000 new businesses in Russa through out programs. Surveys of clientsindicate
that USAID business support services have resulted in business growth and long-term impact, reporting
increases in production, sales, customer base, and net profits. Smal business clients of USAID
programs have been able to secure over $30 million in loans from avariety of financia sources.

Member-ingtitutions of this network have aready developed, or are working to solidify, a capacity to
widely disseminate, expand, and sustain support for business development well beyond the life of
USAID funding. Through this network of ingtitutions and other USAID programs will continue support
for the development of new and small business focused on: building entrepreneurid skills through
targeted, sector-specific consulting assistance and training; and increasing accessto capitd ¥ the flow
of finance and investment for micro enterprises, smal and medium businesses. This second focusis
related to and coordinated with USAID programs under the financia sector development Strategic
objective.



Description: FY 1999 funding will be concentrated on four magjor aress. First, USAID will continue
work to develop the loca training, consulting, and advisory capacity of the business support network. A
centerpiece effort for direct assstance to Russian private enterprises will continue to be USAID's cost-
effective, targeted consulting provided by 3 U.S. business volunteer organizations % the Internationa
Executive Service Corps (IESC), Citizens Democracy Corps (CDC), and the Agricultural Cooperative
Development Indtitute Volunteersin Overseas Cooperative Assstance (ACDI/VOCA). Under these
programs, U.S. business experts will continue to provide sector-specific, hands-on consultations and
on-the-job training to Russian firms which request assistance in marketing, business planning, financia
management, accounting, and in accessing finance and investment. The organizations will work in
conjunction with Russian business support indtitutions conduct training in response to Russian client
needs. Other USAID programs like the University of Alaskas American Russan Center program in the
Far Eagt, will continue to work hand-in-hand with Russan partner inditutions, and USAID intendsto
provide direct technica assstance to the most active Russan business support ingtitutions in the network
to solidify the development of a sustainable local capacity for business support.

Second, under legal and regulatory reform, USAID will address the design and implementation, a both
federal and oblast levels, of cost-€effective environmenta and economic polices that will foster
sugtainable development. There is aso atraining component aimed at enhancing the ability of Novgorod
Oblast and municipd officids to develop the Novgorod region as an attractive location for investments.
Thetraining aso cultivates a corps of loca business consultants which will support busness
development activities. USAID programsin this area are increasingly focused on regions which are
particularly reformigt, progressive, and have taken steps to attract business and increased investment.

Third, USAID will address the design and implementation of land privatization, titling and regidtration. It
will aso ded with land mortgage procedures and systems to provide private land tenure and the ability
to monetize land assets. There is a component aimed at disseminating model legidation and procedures
developed through pilot projects. Training of loca officids in the processes required to establish a
private land market dso plays an important role.

Fourth, USAID will promote models of private ownership and management largely in the agriculture and
agribusiness sector. Activities will include a continuation of the farmer-to-farmer (more accuratdly, an
agribugness-to- agribusiness) program, continuation of a sustainable agriculture pilot outreach effort,
work on collaterdized grain storage through use of warehouse receipts and rura credit programs
undertaken in collaboration with Russan commercid banks.

Host Country anti Other Donors. USAID works with private Russan indtitutions, the managers and
owners of private enterprises and associations of private businesses, and with various Ministries and
agencies of the government at both national and loca levels. USAID collaborates with other donors
seeking to support private sector growth, especidly the British Know-How Fund, the European Bank
for Recongtruction and Development (EBRD), the international Finance Corporation, and the World




Bank. The EU provides complementary support as do both private and public representatives of
European governments.

Beneficiaries Accderated devel opment and growth of private enterprisesin Russawill benefit dl
gtekeholders. GDP and productivity have been declining for years. Officid unemployment is growing as
large firms, especidly those which have been part of Russas impressve military industry, begin to
downsize. More successful businesses will provide new jobs and new incomes, leading to further
growth and gtability of the Russian economy.

Principal Contractors, Grantees, or Agencies. USAID works with dozens of U.S. non-governmentd
organizations as well asfor-profit contractors in implementing a broad program of support to private
sector growth.

Maor Reaults indicators;

Basdine Target
Private sector production as % of GDP 20% (1995) 45% (1999)
% of Household income from private sector sources 27.8% (1995) 50% (1999)
Number of USAID-assgted firmsreceiving
outside financing 0(1992) 2000 (1998)



TITLE: Financial Reform, 110-S001.4

g  STATUS: Continuing
"’@ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $13,650,000 Freedom Support Act
W INITIAL OBLIGATION: FY 1992: ESTIMATED COMPLETION DATE: FY 2001

Purpose: A robust and market supportive financia system.

USAID Rale and Achievements to Data: Asthe principa donor to the development of financia markets
in Russia, USAID has provided technica assistance in the development of legd frameworks, regulatory
mechanisms and operationa procedures for both the capita markets and the banking sectors. USAID
advisors have been the centra playersin the establishment of the Federa Commission for the Securities
Market, and in developing the ingtitutiond infrastructure for trading of sharesin a secondary market. The
Russan Trading System, which assures transparent operation of the secondary market, wasinitidly
funded by USAID, but has developed into a self-sustaning mechanism for over-the-counter trading.
USAID's assstance has been crucid in the development of an increasingly well regulated capita market
and to increased confidence among foreign investorsin Russa. Advisory services to the Centrd Bank of
Russa (CBR) have led to the establishment in 1993 of a cgpable bank ingpection department. Training
snce 1994 has increased the capacity of middle- and upper-level managers to manage risks more
prudently and boosted their lending skills.

Description: Under the capitd markets rubric, assstance will focus on the development of the regiond
dructure for the securities market. Thisincludes support in devel oping uniform communication systems
for red time data, and drafting regulations to establish alega and organizationd bassfor regiond offices
of the Federd Commission on the Securities Market. In addition there istraining in adminigtrative and
functiond areas aswell as seminars on enforcement and adminigirative issues to promote consistence in
operation of the securities market countrywide. Continued support will be provided for professiona
partnerships such as, the Russan Trading System and NASDAQ, The Russian Nationa Association of
Professona Market Participants and NASD, and the Russian Depository Clearing Corporation and
NSCC. Another important activity isthe facilitation of the introduction of International Accounting
Standards (I1AS).

Under the banking rubric, USAID activities support the creation of abadic financid infrastructurein
central banking and commercia banking. Technica services include expert review and commentary on
draft legidation and regulations and specidized seminars for financia sector audiencesin Russa The
bank supervision activity focuses on developing the capacity to conduct onSte bank examinations,
provide technicd advice on off-Ste bank analys's, supervision and issues of rehabilitation; and conduct
problem assat management and/or liquidation of failed banks. USAID will assigt in the development of a
training manua which adapts internationa standards to the Russian banking industry. USAID-funded
assistance will aso support the strengthening of regiona banks and the dissemination of information to
the locd business community on the types of banking services available.



Host Country and Other Donors. USAID plays a critica rolein the financia sector. Activities are used
as practicd |aboratories for future funding by the World Bank, the EU, and other donors. The World
Bank will be providing atwo-tranche loan totaling $120 miillion to the capita markets sector because
USAID technica assistance has provided the Russan Commission on the Securities Market with
aufficient knowledge to manage the loan and implement policy. USAID works closdy with the GOR on
developing aregulatory and lega environment conducive to arobust financia sector.

Bendiciaries Russan business, which creates jobs, Russan citizens, who will be able to count on
understandable bank regulations, persona investment vehicles, and Russian banks are the principa
beneficiaries of these activities.

Principa Contractors, Grantees, or Agencies. USAID implementersinclude KPMG, Booz Allen,
Intrados, HIID, IBTCI, PW, Burson Marstellar and Financia Services Volunteer Corps (FSVC), the
latter primarily respongible for the continuing banking supervision work.

Major Results Indicators:.

Badine Target
Totd assats of banking system as % of economic output 40.7% (1993) 75% (2000)
Bank licenses revoked by the CBR 85 (1994) 1200 (1999)
Regiond bank training centers established/licensed 0(1994) 2 (1998)



TITLE: Energy, 110-S001.5

3@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $1,500,000 Freedom Support Act
"WRJERT INITIAL OBLIGATION: FY 1993; ESTIMATED COMPLETION DATE: FY 2000

Purpose: A more economicaly and environmentaly sustainable energy system.

To improve the efficiency and performance of energy production and consumption in Russia, support
electric power sector energy sector privatization and market reform, and reduce safety risks of Soviet
designed nuclear power plants.

USAID Role and Achievementsto Date: Since program inception in 1993, USAID assstance has
addressed the trangition of the eectric power sector through the establishment of competitive markets,
commercidization of selected sector enterprises (regiona eectricity utilities) through introduction of
financid reporting and management systems, and promoation of foreign and domestic investmen.
USAID has asssted RAO UES and other government entities as appropriate in the development and
implementation of the competitive Wholesde Electric Power Market.

In the spring of 1997, mgor management changes occurred in RAO EES Rossii at the senior
management level. USAID and the new management decided to shift the emphass of USAID
assistance from the formulation of the wholesale dectric power market to working with the primary
implementors, Centrd Digpatch Adminigtration (CDA) and Unified Dispaich Adminigrations (UDAS).
Under the commercidization program the contractor focussed on two pilot regiond dectricity utilities,
with the intention to Spread the experiences to other regions.

Program on Natura Monopolies (PNM) has continued to provide the Federal Energy Commission
(FEC), the national regulatory body, with awide range of legd and economicd advice including drafting
revised Charter of FEC, and identifying lega issues and deficienciesin the draft legidation "On Federd
Energy Systems" PNM has continued to work on establishment of Regiond Energy Commissions as
functioning entities and created two model regiona commissonsin the Republic of Kardiaand in
Saratov that can be widdly replicated in other parts of Russa

PNM has continued to work with World Bank on restructuring of eectric power monopoly RAO EES
Rossi including areview of the company’s revised 1996 Charter, and advise on matters relating to the
Annua Mesting of Shareholders held on May 30, 1997. On behdf of MOE, the PNM is undertaking
research to identify international experience of restructuring and introduction of competition in the
electric power and natural gas sectors to be eventudly disseminated to various interested parties.

Description: The electric power restructuring assistance will continue to focus on two trangtion tasks for
the remainder of the project. First, USAID will support the development and implementation of the
competitive Wholesde Electric Power Market that will provide for amore cost effective production,



transmisson and distribution of eectric energy to al consumer groups. Thiswork will contribute to the
promotion of investment in the electric power sector and provide opportunities for U.S. entities. The
efficiency effort will have adirect postive impact on globd climate change (in particular global warming)
as electric power generation is one the mgor contributors to particulate emissions. Second, under the
commercidization program, USAID will continue to focus on the two pilot eectricity utilities, soreading
the results of this effort to other regions.

Assgtance to regiond energy commissions will also be emphasized, as FEC further delegates
responsbilities to that level. Two mode regiond commissonswill be replicated in other parts of Russa
Legd assstance to Russian counterparts intended to develop and implement a market failure-correcting
and pro-compstitive structure and regulatory system for the country's natura-monopoly of infrastructure
service industries will be continued to include such sectors as water supply, sewage and digtrict heating

Beneficiaries The project will directly benefit energy managers through specific hands-on assistance and
development of programs to be implemented in the sector, and will indirectly benefit the ultimate
consumers and citizens of Russiawho depend on these energy sources. It will aso directly address
socid and economic unrest caused by disruption in the production and distribution of eectricity.

Host Country and Other Donors. The project will be coordinated with the World Bark, the
Commission of the European Community, the European Bank for Recongtruction and Devel opment
(EBRD), the Organization for Economic Cooperation and Development, the International Atomic
Energy Agency and other international and bilateral donors to the New Independent States.

Principal Contractors, Grantees or Agencies. Hagler Bailly and Burns and Roe (contractors), U.S.
Energy Association and IRIS (Grantees). USAID aso works with the U.S. Department of Energy and
the U.S. Nuclear Regulatory Commissionin implementing the energy program in Russa

Major Results Indicators:

Basdine Target
Competitive energy production % of energy provided 0% 25%
IASingdled in dectricity utilities 0 7
Regiond regulatory bodiesindituting rate structures
on cost of service 0 4



TITLE: Citizens Participation, 110-S002.1

5@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $15,900,000 Freedom Support Act
"WRERT INITIAL OBLIGATION: FY 1992; ESTIMATED COMPLETION DATE: FY 2001

Purpose: Increased, better informed citizens participation in political and economic decision-making.

USAID Role and Achievementsto Date: USAID provides grantsto U.S. organizations to provide
technical assistance to eectoral commissions at the nationd, and increasingly the regiona and local
levels, to provide training for politica parties and civic organizations and to develop outreach and
communication strategies for parties and Duma factions. The most recent Parliamentary, Presdentid,
and regiond Gubernatoria dections were judged to be free and fair by both domestic and internationa
obsarvers. Internews, an American NGO dedicated to strengthening independent media around the
world, has, with USAID funding, played akey role in Russathrough training and facilitating networking
among both broadcast and print media. A clear demonstration of success was the direct access and
objective reporting provided the Russian people on the events in Chechnya. USAID-funded NGO
assstance provides training directly to citizens on how to communicate their concerns and demands to
public officids. USAID has established NGO support centersin 27 towns and cities covering amost
two-thirds of the Russan federation with the am of ensuring long-term access to information and
training in support of ongoing civic advocacy efforts.

Description: USAID-funded technical assstance, training and partnership programs will continue to
target aitizens, communities, NGOs, public officids, and various politica party officidsin order to
expand public outreach efforts and to increase participation. The Nationad Democratic Ingtitute (NDI)
and the International Republican Indtitute (IRI) will continue their work in political party building at the
nationd, regiond, and loca levels and in strengthening politica indtitutions essentid to democracy.
Maor grant programs will be administered directly by USAID (often through umbredla grantsto U.S.
NGOs), such as the Sustaining Partnershipsinto the Next Century (SPAN) program, which will provide
funding to sustain partnership activities between Russan and American organizationsin the areas of civil
society, rule of law, tax reform, financid sector, business development, energy, environment, and health.
The Eurasia Foundation will continue its role as amgor grass roots grant-meking inditution to asss
economic and socid reform. Twenty media partnerships, plus thirteen Sigter Cities regiona newspaper
partnerships, between American and Russian entities were initiated by the Media Development Program
from 1995-1998. At least Sixteen of the twenty partnerships and most newspaper partnerships have
achieved progress toward self-sustainability. Media partnerships will continue to promote business
development of selected media, upgrade professional standards and expand access to independent
sources of information. Under the Regiond Investment Initiative (RIT), NGO, local government, and
private sector elements are brought together in selected communities to smultaneoudy address two
principa dements of the Partnership for Freedom: reducing impediments to trade and investment and
increasing citizens participation in civil society. As part of the Partnership For Freedom, funds will be
provided to make change permanent by endowing key U.S. and Russan ingtitutions.



Host Country and Other Donors. Russia has dozens of politica parties. USAID has emphasized
responding to requests for technica advice and training services from those parties generaly viewed as
"reform-oriented.” Work with citizens groups has generally been carried out through NGOsand in
concert with locd inditutions, including municipa governments. Other donors have been activein
electora processissues, USAID has coordinated regularly with them in al eection run-up periods and
will continue to do s0. USAID aso works cooperatively with other bilaterd donors providing assstance
to the mediaand, increasingly, to Russan civil society.

Bendficiaries The entire citizenry standsto gain as adirect result of USAID programs under this
drategic objective. The political process activities are of greatest importance to voters and public
officids at the national and regiond level. Both independent media and NGOs can reach alarge portion
of the Russian population. Independent media provides more objective news coverage essentid for
informed debate while NGOs offer an avenue for citizen participation in economic, socid and politica
decison meking.

Principa Contractors, Grantees, or Agencies. USAID isworking with the following: Internationd
Republican Indtitute (IRI), Nationd Democratic Ingtitute (NDI), International Foundation for Electora
Systems (IFES), ISAR, Save the Children Federation, American Center for International Labor
Solidarity (ACILS). United Way Internationa, Internews, Nationa Press Indtitute (formerly RAPIC),
and the Moscow School of Politica Studies.

Major Results Indicators:.

Badine Target

Access to independent TV 12% of viewers (1995) 21% (1998)
Increased and strengthened party

identification among voters 22% (1994) 25% (1997)
Number of media partnershipsthat are 3 (1999)

fully sf-sugtaining 0 (1995) 7 (2001)
Share of asssted NGOs showing increased

domedtic funding 15% {1995) 40% (1997)

Number of social services contracts awarded
competitively to NGOs by locd governments
in three targeted regions 0 (1995) 20 (1997)



TITLE Lega Systems, 110-S002.2

;—-@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $5,000,000 Freedom Support Act
‘URjRE" INITIAL OBLIGATION: FY 1992, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Legd systems that better support democratic processes and market reforms.

USAID Role and Achievementsto Date: USAID's Rule of Law program focuses on three principa
aspects of legd reform in Russa judicid reform (including enforcement of judgments and dterndtive
dispute resolution), lega education and training, and commercid law drafting. Work in the area of
commercid law drafting has been particularly successful, with numerous new laws and decrees being
adopted in the past year. To compliment these achievements in the legidative area, USAID has worked
with the Rule of Law Consortium to ensure that al Russan Commercia Court judges are familiar with
new legidation, including the Civil Code. USAID support assured that al 1600 commercia court judges
in the country received Part 1 and 2 of the new civil code and other laws and that over 40% of these
judges received training on substantive, Russan commercia law topics. In 1996, Russia moved to
strengthen the independence of itsjudiciary, creating a Judicid Department to put administration of the
courts of generd jurisdiction into the hands of judges. USAID has asked the Nationa Judicid Collegein
Reno, Nevada, to work with us in ensuring that this department fulfillsitsrole. USAID has sarted to
work on improving enforcement of judgments, and is discussing assstance as Russia sets up a Russian
equivaent of the U.S. Marshd's Service, which in addition to hendling court security will enforce avil
judgments. We will continue to support dternative dispute resolution mechaniams. USAID isdso
funding the U.S. Department of Jugtice, which is helping Russareform its crimind justice system,
USAID will dso address corruption with new activities promoting judicid ethics and discipline and
improved government auditing. Another important USAID-supported effort is the work with many loca
NGOs to improve advocacy and outreach, helping Russians become more aware of their rightsin such
areas as housing, property, civil rights, and environmenta protection. The Free Trade Union Ingtitute
works with local lega groups to provide citizens with the resources and encouragement to seek
enforcement of their |abor rights and to organize into effective, independent labor unions. We continue
to support the Sakharov Center.

Description: USAID will continue its dua focus on creeting the requisite legdl and regulatory
environment to promote trade and investment and the rule of law while combeating crime and corruption.
Activities will include continuing support for judicid training and reform, the new judiciad department,
dternative dispute resolution, enforcement of judgments, lega education, and legd rights advocacy by
NGOs.

Host country and other donors. The World Bank, the EU, and severd bilaterd donors are involved in
Rule of Law activitiesfor Russa USAID dso works closdy with the Russian government, loca
governments, legal associations, and NGOs such as the Sakharov Center.




Bendiciaries (1) Investors, both foreign and Russian; (2) Russian citizens desiring an open, transparent
cvil and commercid legd system; and (3) the legd profession dl stland to benefit from activities that
increase trangparency and the soundness of new laws, and that ensure their even-handed application
and enforcemen.

Principal Contractors, Grantees, or Agencies. In addition to DOJ technical assistance and training,
USAID works with ABA/CEEL I, Chemonics and the Nationd Judiciad College and the Sakharov
Center and Museum.

Major Results Indicators:

Basdine Target
Percentage of people willing to use courts
or dternaive mechanismsin order to 10% (1995)  25% (1999)
resolve disputes
Number of people visting Sakharov Center 1000 (1995) 5000 (1997)
and learning about their rights



TITLE: Socia Benefits, 110-S003.2

:@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $2,700,000 Freedom Support Act
‘URjEE"  INITIAL OBLIGATION: FY 1992, ESTIMATED COMPLETION DATE: FY 2001

Purpose: Improved effectiveness of sdected socia services and benefits.

USAID Role and Achievement to Date: USAID has provided technica assistance, training, and advice
in severd sectors, successfully demonstrating the benefits of a restructured, more market-oriented heglth
system. In hedth working in oblasts and citiesin Siberiaand centrd Russialed to develop of sustainable
working modds for hedlth care finance and service delivery. Fourteen women's reproductive hedth
centers nationwide can serve up to 2.7 million couples. A Code of Ethics for Nurses was devel oped
and approved by the Minigtry of Hedth. An automated drug information database, including
international drugs, has been established, and dl-Russia drug information center networks will be
initiated in the Far East, St. Petersburg, and two other stes. USAID grants to two U.S. pharmaceutical
companies for the have led to the establishment commercia production has begun. "White papers’ on
reform of the nationa hedlth care program supported the development of anationd vison for hedth
reform gpproved by the Prime Minigter in August 1997.

In support of the Gore-Chernomyrdin Commission Hedlth Committee, over 1200 children have had
blood-lead screening; nationd conferences have been held on micronutrient manutrition; and seminars
on the early detection, prevention and control of mgor infectious and non-communicable diseases have
been held. Reproductive hedth education activities are being continued with a focus on women and
adolescents.

Description: New funding will be used to support (a) women's reproductive hedlth with additiona
emphasis on materna and neo-natd hedth; (b) HIV/AIDS (c) hedth reform, and (d) infectious
diseases.

Host Country and Other Donors: Activities are closely coordinated with the World Bank, UNAIDS,
the Soros Foundation, the British Know-How Fund and other donors. USAID normaly pilot tests
activities  which are later embraced and expanded by other donors. The World Bank has made a $64
million loanfor the hedth sector and is consdering an additiond $500 million over three years. The
Soros  Foundation is considering a$ 100 million contribution over three years. The Ministry of Hedlth
consgders  USAID activitiesto be most important and are working dosdy with USAID in formulating
policy. The Russian Federal Health Budget approved by the Ministry of Finance for 1996 represented
3.2 % of GDP.

Bendiciaries Efforts to assure the sustainability of basic socid services and benefits target users of the
hedlth care system, low-income populations, and members of recently privatized Sate farms.
Achievement of this SO will result in more efficient and sustainable delivery of qudity basic hedth.



Principa Contractors, Grantees, or Agencies. American Internationd Hedth Alliance, Boston
Universty, Lutheran Hospitd, LaCrosse, American Medicd Association, U.S. Department of Hedlth
and Human Services, AV SC, and others.

Major Results Indicators:

Basdine Target
Hospita days per thousand 1,260 (1994) 675 (2000)
Hospita mortdity ratesin pilot oblasts 30 (1994) 13 (2000)
Range of abortions/I000 in target areas 65-102 (1993) 58-92 (1998)

Use of modern cost accounting and financid
systemsin pilot oblasts O facilities (1994) 40 facilities (2000)



TITLE: Environmental Health, 110-S003.3

—e=g— SIATUS: Continuing
G PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999 $12,000,000 Freedom Support Act
WRgas’ INITIAL OBLIGATION: FY 1992 ESTIMATED COMPLETION DATE: FY 2001

Purpose: Increased capacity to ded with environmenta pollution as a threet to public hedth.

Background: The acuteness of environmenta problemsin Russia, degpened by the difficult socio-
economic conditions, has led to a substantid deterioration in the hedth of its population and undermines
its drive towards economic reform. Environmental degradation and reckless depletion of resources have
led to sgnificant losses in economic productivity.

USAID Role and Achievementsto Date: USAID has developed an active environmenta program to
foster economic and socid development in an environmentally sound manner and to prevent and reduce
environmentd threats to human hedth. During the past years, USAID's technicd assstance has been
concentrated in six pilot regions which were chosen as modd programs. On the urban industrid sde,
the mgority of the regiona activities have been completed. On the "green” sde, effortsin the Russan
Far East will continue through the end of 1998. These programs continue to witness impressive impacts
¥, impeacts that are now being continued and sustained under the newly initiated dissemination and
replication project ¥ Replication of Lessons Learned (ROLL) Project, aswell asfolded into larger
projects being initiated by other donors, the World Bank, and EBRD.

Rilot projects are now being replicated in other regions throughout Russia, and introduced at the nationa
level. For example, the hedth risk assessment methodology tested in seven pilot cities resulted in the
creation of a Federa Working Group which is developing an action plan to utilize this methodology on a
national scae. Inthefal of 1997, afedera decree wasissued requiring the incorporation of risk
assessment into environmenta protection practices. In the area of lead pollution, USAID's assistance to
develop apolicy "Lead White Paper,” led Prime Minister Chernomyrdin to commission the "Federdly
Targeted Program on Environmenta and Hedlth Lead Risk Reduction." Environmental policy and
economics advice has led to the development of a Sustainable Development Strategy for the Novgorod
Oblast % thisisthefirg regiond Sustainable Development Strategy in Russia In the areaof public
participation, USAID's active grants programs for NGOs have led to clean-up projects, including
drinking wells and city dumpsites, and public education projects, legd and legidative efforts, and
information gethering and monitoring.

Description: USAID is now implementing the second phase of the RussavAmerican Environmenta
Cooperation Program, which is designed to ensure program sustainability by providing resourcesto
Russian partnersto replicate and disseminate lessons learned. This comprehensive new project will be
the principa focus of USAID's future environmenta assstance efforts in Russia through the year 2000.
Since the recent initiation of the project, replication projects are underway in 32 different regions
throughout Russia % thus greetly extending the impact of foreign assstance in the environmen.



Replication activities currently extend to one-third of the adminidrative units in the Russan Federation,
or 32 or the 89 oblasts, krais, and republics. USAID will aso continue to be an active member of the
Gore-Chernomyrdin Commission. To support the Commission's priority focus on the
chlorofluorocarbon (CFC) production sector phase-out. USAID will contribute $6 million, over three
years, providing grant resources to the World Bank-managed "Specid Initiative for Supplementary
Funding to Complete Ozone Depleting Substances (ODS) Phase-Out in the Russian Federation.”
USAID resources will be used to carry out sub-projects conssting of a number of actions, including the
provision of appropriate technica assistance aimed at phasing out the production of ODS in Russa
USAID will aso support additiond activitiesin the area of energy policy and forestry reform in support
of Presdent Clinton's Globa Climate Change Initictive.

Host Country and Other Donors. USAID closdy coordinates with host country government, non
government, and private sector counterparts at the nationd, regiond, and locd levels. USAID programs
work with other donors and internationa financid inditutions, particularly the World Bank and EBRD,
to coordinate activities and to leverage additiona resources. To date, USAID environmentd assstance
projectsin Russa have leveraged a least $370 million in environmenta investments, with the potentia
for atotal of $400-500 million before the assistance program comes to an end.

Beneficiaries The entire population of Russia will benefit if USAID-supported and other donor
programsin this area have their intended impact. Large segments of the Russian citizenry are exposed to
ar and water pollution, and aso live near unsafe nuclear plants. High pollution levels help to explain the
marked decline in public hedth, which in turn has reduced peopl€'s ability to contribute to the country’s
economic and politica renovation.

Principa Contractors, Grantees, or Agencies: USAID isworking with the following: U.S. Environmenta
Protection Agency, U.S. Forest Service, U.S. Department of Interior, CH2 M Hill, Harvard Indtitute
for International Development, ISAR, Indtitute for Sustainable Communities, Ecologicaly Sustainable
Development, World Wildlife Fund/U.S., Center for International Environmenta Law, and the
Department of Energy.

Major Results Indicators:.

Basdine Target
Number of people usng new environmenta 0(1993) 2600 (1997)

information networks and data
Number of sdf-sugtaining environmenta NGOs5 (1993) 25 (1997)



TURKEY

FY 1997 FY 1998 FY 1999

Actual Egtimate Request
Economic Support Funds $22,000,000 -- --
Development Assistance $4,400,000  $4,000,000  $4,000,000

I ntroduction.

Turkey isaclose and vaued dly of the United States. It occupies a strategic location between
Eastern Europe, the Middle East and the New Independent States, and is akey member of
NATO. Since 1980, Turkey has moved its formerly state-directed economy toward increasing
reliance on market forces. Decentralization, export-led development, lower taxes, foreign
investment, and privatization have been the basis for the new economic philosophy. Prior to FY
1898, Turkey received Economic Support Funds (ESF) for balance of payment support. In FY
1998, this ass stance was discontinued.

The Development Challenge.

Present USAID assistance to Turkey supports afocused population assistance program, which
isguided by afive-year srategy. The strategy calsfor arationd transfer of activitiesto the
Government of Turkey (GOT) and the private sector by the end of the century. The Strategy
supports the U.S. Embassy's interest in broadening the bilatera U.S.-Turkey relationship
beyond military cooperation.

Population issues are developing into amgor priority of the GOT, given that its current
population of amost 61 million is expected to double by the year 2025. Surveys show that a
magjority of Turkish couples use less rdliable, traditiond family planning methods. Modern
contraceptive prevaence, while, increasng, is just approaching 35%, which is below countries
like Bangladesh and Egypt. USAID donates approximately 26% of GOT contraceptive
commodities. Recently, the Government of Turkey has demongtrated a sense of commitment to
reducing the population growth rate. Together USAID and the GOT have developed a plan for
enhancing the ability of private and public sectors to meet consumer contraceptive demand
independent of USAID support. Thusin FY 1995 USAID began implementing this agreed
upon plan for enhancing contraceptive availability as part of a5-year phase down strategy
ultimately promoting Turkish private and public resources to take USAID's place as the main
provider.

The USG-approved Population Strategy for Turkey 1995-99 contemplates the following



activities. The USAID program is strengthening the GOT policy environment, forging ties among
private firms and facilitating increased non-governmenta organization (NGO) participation. The
programworks to train counsglors and service providers to improve their qudity of servicesand
depth of knowledge. It seeks to expand access to services by integrating them into existing
hedth care ddivery networks. Findly, on a decreasing scde, USAID provides funding for
contraceptive commodities.

The program, implemented by a number of U.S. Cooperating Agencies, has seen many gains.
Family planning training has been integrated into eight univergity teaching programs, midwifery
and nursing schoals, aswdl asthe Minigry of Hedth (MOH) in-sarvice family planning Sites.
The MOH adopted the first-ever nationd family planning guiddines and operates modd family
planning dlinics throughout the country. The MOH and socia security organization agreed to
begin purchasing contraceptives. The USG is working with the cooperating agencies to promote
more synergidtic implementation and sustainable impacts, The srategy, which includes afive-
year phase down approach, will provide important guidance and impetus for results.

Other Donors.

The UN Fund for Population Activities and the Internationa Planned Parenthood Federation
support activities in less developed areas and with indigenous organizations respectively. The
Japanese International Cooperating Agency plays alimited role in funding the establishment of a
high-tech studio for the development of audio-visua materids for the MOH. In addition, the
European Union and the German Technica Cooperation Assstance have recently committed
amadl grantsto loca non-governmenta organizations (NGOs) to carry out small-scde family
planning service delivery projects.

The International Monetary Fund (IMF) and World Bank have provided standby and project
loans to the GOT to encourage and reward major economic reform measures. These resources,
in conjunction with those provided by other donors and private lenders, enable Turkey to
continue servicing its large debt, and help support its economic reform program and structural
adjustment efforts.

FY 1999 Program.

As aresult of the country program assessment of October 1997, FY 1999 funding will
concentrate on: 1) assgting in the implementation of the nationa strategy for family planning; 2)
full achievement of contraceptive sdf-rdiance; 3) expanding private sector involvement in
provison of services, 4) integrating the provison of family planning into hospita- based services,
including postipartum sarvices, and 5) continuing to improve the qudity of family planning
services.

In 1998 a Demographic and Hedlth Survey (DHS) will have been undertaken to assst in
determining progress since the 1993 DHS. Findings are expected to be available by November



1998 and will further inform and guide USAID's FY 1999 program.



TURKEY
FY 1998 PROGRAM SUMMARY
(in thousands of dollars)

Economic | Democrdtic Socia Crosscutting /| Total
Strategic Objectives Redructuring | Trangtion | Stabilization Special
Initiatives
Socid Bendfits 4,000 &/ 4,000
Cross-cutting / Specid
Initiatives
TOTAL 4,000 a 4,000

a Development Assistance



TITLE: Socia Benefits, 000-S003.2

‘@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1998: $4,000,000 DA

NEJEE" INITIAL OBLIGATION: FY 1995; ESTIMATED COMPLETION DATE: FY 1999

Purpose: Improved sustainability of socid benefits and services.

USAID Role and Achievementsto Date: USAID has provided funds for population programs
in Turkey since the 1960s. Today's USAID ass stance focuses on sustaining a reduced rate of
population growth and a financidly sustainable program, able to continue in the absence of
donor resources. To achieve thisend, USAID and the U.S. Embassy in Ankara developed a
five-year strategy for 1995-1999. According to the Strategy, the assi stance budget will be
phased down significantly by the end of 1999. The program focuses on policy, management
development, training, communication and service delivery. Twenty-six percent of the 1997
USAID population ass stance budget was earmarked for contraceptive commodities for the
public sector. The strategy aso includes a phase-out plan for commodities, whereby the GOT
will assume full responghility for procurement of contraceptives by the year 1999. The
convergence of a number of factors have created ideal conditions for impact in Turkey. The
mogt sdient factor isthe GOT's devated sense of commitment to population and family planning
issues and the willingness to develop the role of the commercia and non-government sectors %
an endeavor seen to promote program sustainability. The GOT, commercid sector, and nor+
governmental organizations have dl requested technica assistance in reaching their individud
and mutua goas ¥ contributing to the increasingly productive partnership between USAID and
Turkey. The coordination of the program rests with a Joint Programming Team comprised of
USAID/Washington and U.S. Embassy representatives.

The program, implemented by a number of U.S. Cooperating Agencies, has seen many gains.
Family planning training has been integrated into eight university teeching programs, midwifery
and nursing schoals, as wdl asthe Minigry of Hedth (MOH) in-sarvice family planning Stes.
The MOH adopted the first-ever nationd family planning guiddines and operates mode family
planning dlinics throughout the country. The MOH and socia security organization agreed to
begin purchasing contraceptives. The USG isworking with the cooperating agencies to promote
more synergistic implementation and sustainable impacts.

Destription: USAID's ectivities focus on increasing the availability and effective use of qudlity
family planning and reproductive health services, improving Turkey's sdf-rdiance in family
planning and reproductive hedth by enhancing the public and private sector ability to meet
consumer demand for these services independent of USAID support. There are three USAID
grategic approaches for achieving the program'’s strategic objectives: 1. Strengthen policy and
GOT budgetary support for the family planning program; 2. Improve the qudity of family
planning and reproductive health services in the public and private sectors; 3. Expand accessto
family planning and reproductive hedth services in the public and private sectors.

Host Country and Other Donors. Turkey's Ministry of Hedlth, the Socid Insurance Organization




(SSK), NGOs and the commercia sector collaborate with USAID programs. With USAID as
the lead donor both in financid and programmetic terms of the program, severa other donors
contribute to the program. The United Nations (UN) endorses an integrated approach to
improve maternd, child and family planning services and focuses on undeserved populations,
covering the most remote 28 provinces in eastern and southeastern Turkey. The International
Planned Parenthood Federation (IPPF) supports the Family Planning Association of Turkey
(FPAT), itslocd effiliate, in supporting various smal projects, mostly educationd activities,
amed to religious leaders, adolescents, men, and policy-makers. The Japanese International
Cooperating Agency (JCA) playsalimited role, in funding the establishment of a high-tech
studio for the development of audio-visud materids for the MOH. In addition, The European
Union (EVU) and the German Technicd Cooperation Assistance (GTZ), have recently committed
amal grantsto local NGOsto carry out small scae family planning service ddivery projects.
Finaly, the World Bank supports alarge five-year health sector loan; however, it does not
focus on population and- family planning,

B bendficiaries. This effort seeksto directly benefit women of reproductive age, their husbands
and children through helping them meet their desired family size and improving the hedth satus
of women and children. Indirectly, this effort seeks to benefit the entire population of Turkey by
reducing the population pressures on the economy, environment, housing and socid services.

Principa Contractors, Grantees, or Agencies. Cooperating groups are: the Johns Hopkins
Program for International Education in Reproductive Hedth (HPIEGO), the Johns Hopkins
Population Communication Services (PCS), the Futures Group Internationd through the Socid
Marketing Project (SOMARC) and the Policy Project, Accessto Voluntary and Safe
Contraception (AVSC) International, and Management for Sciences for Hedlth through the
Family Planning Management Development Project (FPMD).

Maor Results Indicators*

Badine Target

Nationd drategic plan for family planning None (1994) Implemented (1999)
Modern contraceptive prevaence 35% (1993) 45% )1999)
Discontinuation rates of modern contraceptives 55% (1993)30% (1999)

Abortion rates (per 100 pregnancies) 19 (1993) reduced (1999)
Family planning line item in MOH annua budget No (1994) Yes (1999)

Percentage of modern contraceptives provided 25% (1996)  45% (1999)
by private sector

*Progress on many of these indicators will be provided by the Demographic and Health Survey
(DHY) to be undertaken during 1998. The last DHS was conducted in 1993.



AL

"
UKRAINE

FY 1997 FY 1998 FY 1999
Actual Egimate Request
Freedom Support Act $225,100,000 $225,000,000 $223,500,000

I ntroduction.

The United States has an important stake in Ukraing's successful transition to an independent,
stable democracy. A strong Ukraine will enhance regiond stability by being able to resst threets
to its independence and that of its neighbors. An economically prosperous Ukraine can be an
important commercid partner, providing a szeable market for U.S. goods and services.
Economic success will dso enable Ukraine to afford technology thet eases critical globa
problems such as environmental degradation. As aregionad power, a peaceful and democratic
Ukraine can be a 9gnificant partner in the effort to eradicate terrorism, conflict and disease. It
can actively support important American vaues, such as basic freedoms, respect for human
rights, and humanitarian causes.

The Development Challenge.

The fundamenta development challenge for Ukraine's leaders is to muster the politica will and
bureaucratic skill to implement comprehengve economic reform. Although much remainsto be
done, Ukraine can take judtifiable credit for a number of important advances achieved to date.
Inflation has been reined in and remains low (10.2% for 1997), the budget deficit has been
reduced, the declinein GDP has decreased, and the new currency has remained remarkably
gable. With the 1996 enactment of a new Condtitution, fundamenta rights and protections that
will form the basis of a stable and transparent legd system have been established. Beyond that,
the prospects for deeper reform to creste an environment conducive to private enterprise
development and investment are uncertain, both in terms of pace and parameters. President
Kuchma continues to declare his commitment to radical economic reform, but to date there has
been little action. Ukraings ultimate path will no doubt be influenced by worsening economic
and socid conditions, as well as upcoming Parliamentary and Presidentia eections. To date, the
President's economic reform program has met with considerable resstance from the Parliament,
agtuation which may well worsen if upcoming eections result in a strengthened opposition.
Another important factor that will influence Ukraine's course of action is the current competitive
date of world financiad markets. To attract urgently needed resources, Ukraine will have to
ingpire confidence in its economic outlook, which will require extraordinary measures.

The socid cost of the trangtion is staggering. It is among the most potentialy destabilizing forces
in Ukraine, and exacerbated by the government's failure to reform the socid infrastructure. The



cost of living continues to rise above the means of average Ukrainians, whaose buying power has
plummeted over the past Six years. Incomes are faling as the economy deteriorates. Penson
reform is being studied, but it will be some time before a new system will be operationd. A full
array of targeted subsidies for the neediest is not yet in place, which means that the 54% of the
population that fals below the poverty levd iswithout an effective socid safety net. Life
expectancy continues to decrease, and the health care system, in need of wholesde structura
change, is not able to meet a number of basic needs such as vaccines and drugs. It is generdly
agreed that comprehengve socid sector reform is essentid to ensuring the sustainability of
reforms that will lead to economic growth, but there is no consensus within the government on
the scope and content of such reform. The underlying concern isthat if the Government of
Ukraine (GOU) does not take steps to address these socia problems, popular support for
market reform will deteriorate along with the chance for a successful trangtion.

Corruption is agrowing and much publicized concern, both in terms of the viability of good
governance and successful business development. Pressure is building within Ukraine and the
United States to do something about it. On the U.S. side, involvement is contemplated with
specific reference to protecting U.S. business interests in Ukraine. Corrupt practices and
bureaucratic red tape overwhedm most American firms trying to operate there. With Ukrainian
sghts set squarely on increasing foreign investment, neither Sde can ignore this problem any
longer. The U.S. islooking at options to assst Ukraine with anti- corruption measures, including
ongoing support for deregulation, legal reform and other efforts to creste an gppropriate
enabling environment for private enterprise development and investment.

There are no doubt limits as to how much sustainable reform can be accomplished in the
absence of an gppropriae policy environment. However, given the difficult climate in Ukraine a
present, USAID has an impressive record of achievement to date of measures that have
advanced reform and are paving the way for progress in the second stage of reform. The mass
privatization and smal-scale privatization programs are largely completed, with over 7,000
medium and large enterprises and 42,000 smal enterprises privatized. Condominium
associations covering 39,000 familiesin 43 cities have been or are being registered and
contracts for resdentid building maintenance services for more than 140,000 familiesin 26
cities have been or are being negotiated with private firms. Competitive privatization of urban
land parcels has been implemented in four cities and is being replicated throughout Ukraine. The
Nationd Bank of Ukraine's Interbank Payments System is fully functioning, with technicd
execution of payments taking minutes rather than weeks. Six farm service centers, established
with U.S. private sector participation, are providing U.S. technology and inputs, aswell asa
private dternative to sate sysems for marketing output. Ukraine has made significant gainsin
power sector reform. The energy wholesale market is operating live, the generation system has
been demonopolized into four joint stock companies, with 27 loca joint stock dectricity
companies to didribute and sell dectricity to consumers and a nationa e ectricity regulatory
commission created to oversee fair competition and ensure reasonable tariffs. Modernization of
the Lviv water utility's water digtribution system has resulted in improved water service for over
100,000 people. USAID support to municipa governments has led to their reducing operating



codts, increasing revenue and improving sarvicesto citizens. About six million families who could
otherwise not afford increases in housing and utility costs have recelved subsidies for part of the
COost.

These and other examples demonstrate that U.S. assistance has been instrumental in promoting
sugtainable reform. Given strong U.S. interests in an independent Ukraine, it is essentid that we
continue to provide adequate support in strategic areas, particularly as the economy continues
to deteriorate. With so much at stake and such tremendous economic potentid, the USAID role
in promoting economic, democratic and socid reform becomes dl the more important during
this uncertain period.

Other Donors.

The United States isthe largest bilateral donor to Ukraine. Other mgjor donors include the
World Bank, European Union, European Bank for Recongtruction and Development, United
Kingdom, Germany and Canada. USAID maintains close contact with the mgjor multilatera

and bilateral donors working in Ukraine to ensure that foreign technical assistance is mutualy
reinforcing to the extent possible. Thereis particularly strong collaboration with World Bank
and IMF lending programs, which contribute substantia leverage to USAID technica assistance
programs by virtue of their consderable financia incentive to proceed with difficult reforms.
Notable examples of effective donor coordination include completion of the mass privetization
program, substantia restructuring of the energy sector, and G-7 work toward the closure of the
Chernobyl Nuclear Power Plant.

FY 1999 Program.

In FY 1999, the USAID program in Ukraine will continue to assist in the fundamenta
restructuring of Ukraine's economic and politica system and support the efforts of the
government to dleviate the privations impaosed on the most vulnerable members of society
during the economic trangtion. Under the economic restructuring and growth god, USAID is
requesting FY 1999 funding for the following strategic objectives: increased soundness of fisca
policies and fisca management practices, accelerated development and growth of private
enterprises, amore competitive and market-responsive private financid sector; amore
economically sound and environmentaly sustainable energy system; and increased
environmental management capacity to support sustainable economic growth, A mgor emphass
in dl these objectivesisthe creation of atrangparent, rule-of-law based legd and regulatory
framework which must exist for a market- based economy to flourish. Energy and environmenta
programs will aso help reduce Ukraingsrolein globa climate changeissues. A new U.S-
gponsored initiative involving Ukrainian cooperation with government and private ingtitutions in
Poland presents a promising opportunity for Ukraine to benefit from Poland's considerable
successes, with aninitid focus on business devel opment.



Under the democratic transition god, USAID is requesting FY 1999 funding for the following
strategic objectives. increased, better-informed citizens participation in political and economic
decison-making; legal systems that better support democratic processes and market reforms,
and more effective, responsible, and accountable loca government. Expected achievements
include amore efficient and capable judiciary and legd community; improved capacity of the
Ukraine Parliament; an active, strong civil society; an increase in the amount of objective news
and information available to citizens; a sronger dection process, adoption of new civil, civil
procedure, criminal, and crimina procedure codes; greater debate and media coverage
throughout Ukraine on the role of women in Ukrainian society; and improved local government
management and adminidrative capacity.

Under the socid gtabilization goa, USAID isrequesting FY 1999 funding for one Strategic
objective: improved sustainability of socid benefits and services. USAID will focus its effortson
helping Ukraine mend its socid safety net in such aress as hedlth care financing, pension reform,
unemployment insurance and targeted benefits. Particular attention will be paid to strengthening
NGOs to provide services that government cannot, and to influence public policy on behaf of
citizens interedts.

Under crosscutting and specid initiatives, USAID requests FY 1999 funding in four aress.
training and exchanges, improved public hedth ddivery; women'sinitiatives, and Eurasa
Foundation. USAID sponsors training and exchanges between American and Ukrainian
organizations in arange of sectors that directly complement and support USAID technica
assstance programs. USAID's overdl god in hedth isto improve the quaity and efficiency of
care by making health services more available to the neediest people, and fiscaly sustainable for
the country, both during and after the country's economic trangition. As part of the effort to
relieve the burden on the fragile hedlth care system and better assure ardiable, hedthy
workforce that can be mobilized under arevitaized economy, USAID will assst Ukraine with
prevention srategies to reduce detrimentd lifestyle choices with significant negative impacts on
Ukrainian society, such as smoking, acohol and drug abuse, domestic violence and poor
nutrition. In addition, USAID will look & increasing the emphasis on primary hedth care,
improving pre- and post-natal care to reduce low birth weight and women's and children's
morbidity, HIVV/AIDs prevention and sdf-care of chronic illness. This"hedthy community” thrust
will complement USAID's ongoing programsin hedlth care financing, medical partnerships,
women's hedlth, and infectious disease control, including tuberculosis.

USAID-sponsored activities under the specid initiatives rubric are increasng women's
participation and influence in the economic and palitica tire of Ukraine through entrepreneurship
and leadership training, support to women's credit unions and strengthening NGOs that influence
public policy on women's issues and provide arange of services to women. USAID activities
are dso improving the qudity of Women'slives by addressing women's health needs and by
supporting organizations that are working to prevent and treat violence against women. Also of
sgnificance is the Eurasia Foundation's small grants program which complements USAID's



larger trangition program, specificaly in the areas of economic and government reform, small
business lending, nonprofit sector support, media and communicetions.

UKRAINE

FY 1999 PROGRAM SUMMARY*

(in Thousands of Dallars)

Economic |Democratic| Social | Crosscutting| Total

Strategic Objectives Redructuring| Trangtion | Stabilizetion| / Special

Initiatives
Privatization
Fiscd Reform 6,1 00 6,100
Private Enterprise 40,300 40,300
Financid Reform 15,500 15,500
Energy 44,050 44,050
Environmental Management 4,500 4,500
Citizens Participation 5,000 5,000
Legd Sysems 2,500 2,500
Loca Government 5,500 5,500
Crises
Socid Bendfits 9,900 9,900
Environmenta Hedlth
Cross-cutting / Specid
Initiatives 90,160 90,150
TOTAL 110,450 13,000 9,900 90,150 223,500

*Freedom Support Act (FSA) funds



TITLE: Fiscal Reform, 110-S001.2

;T@ STATUS: Continuing
PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $6,100,000 Freedom Support
W Act
INITIAL OBLIGATION: FY 1994; ESTIMATED COMPLETION DATE: FY 2004

Purpose: Increased soundness of fisca policies/fisca management practices.

USAID Roale and Achievements to Date: USAID's fisca reform program amsto make
Ukraings tax and budget system more comprehensive, systematic and transparent so that
informed policy level decisonswill be made and implemented end the implications of these
decisonswill be dear to dl. Theintent isto strengthen the fiscal sector and the indtitutions
involved with it, induding the Minigtry of Finance (MOF), Ministry of Economy (MOE),
relevant committees of the Parliament (Rada) and units of local government.

With the assistance of USAID and Treasury advisors, value-added and enterprise profit tax
laws have been enacted, and persond income and excise tax laws are drafted and pending
before the Rada. The State Tax Adminidtration (STA) has moved to implement the new laws
within a very tight time frame, including issuance of taxpayer identification numbers, preparation
of forms, ingructions and informationa materids, and development of computerized tax
information systems. The Nationa Tax Training Center has opened, and courses are being
developed to train tax collection officidsin new laws and tax enforcement techniques. The
MOF has adopted a new budget classification system end initiated procedures amed at
achieving aredigtic 1998 budget. A comprehensive budget system law covering preparation,
adoption, and execution of the budget has been drafted and is under consideration in the Rada.
Centrdized Treasury operations are finally underway, with prospects for red progress. A
relationd database for budget information has been developed for MOF use, dong with time
series for key budget data going back to 1992. Revenue forecasting models have been
developed for the MOF Budget Department. A Fisca Andysis Unit has been established for
the Rada and anadyses prepared by the Unit have been used by leading members of the Radain
debates on proposed tax legidation. An intergovernmentd fisca mode has been developed for
edimating and andlyzing aterndive financing arrangements between centrd and loca
governments, staff of both the MOF and the Rada are being trained to utilize and maintain this
model. The Government of Ukraine (GOU) has committed to reforming public adminigtration at
the centrd and, eventudly, locd levds, induding reducing the number of Cabinet ministries,
defining clear lines of authority, reforming the centrd "gpperat,” and creeting acivil service
system. A functiond review of the MOF and MOE is underway, with aview to rationdizing and
consolidating their various economic policy functions.

Description: USAID's fiscd program focuses on (1) advising on macroeconomic policy and
andyss, (2) improving tax law, policy and adminigration, (3) developing techniques and
procedures for budget preparation, andysis and execution, (4) improving the system of
intergovernmentd finance, and (5) srengthening the fiscd management capacity of economic
policy ingtitutions, particularly the MOF, but dso the STA, MOE, State Statistics Committee



and the rdlevant committees of the Parliament (Rada), to enable them to function more
effectively within a democratic system and amarket economy. In ail of these activities, emphasis
is placed on working with local counterparts to ensure that skills ere transferred and work
products are appropriate to the Ukrainian Stuation.

Host Country and Other Donors; USAID activities are coordinated with the IMF, the World
Bank, the EU, German Technical Assstance, and the Soros-Adand Group.

Bendiciaies The MOF, the STA and the Rada's tax and budget committees are the immediate
beneficiaries, and by extension the taxpayers and voters of Ukraine. Entrepreneurs will benefit
as more comprehensible and trangparent fiscad systems are established.

Principa Contractors, Grantees, or Agencies. USAID activities are implemented by
KPMG/Barents and Harvard Indtitute of International Development. In addition, USAID-
funded advisors from the U.S. Department of Treasury are advising counterpartsin the GOU.

Major Results Indicators:

Badine Target
GOU meets IMF deficit target No (1995) Y es (1999)
Reduced number of budget revisons due to
inaccurate budget forecasts 3 (1995) 1 (1999)
Number of taxpayersincluded in the taxpayer
identification system (millions) 15.6 (1996) 30 (1999)
Fiscd reform legidation drafted/submitted/ Enforced

passed/enforced Drafted (1995) (1999)



TITLE: Private Enterprise, 110-S001.3

= SIATUS: Continuing
“@ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $40,300,000 Freedom Support

TP Ac
INITIAL OBLIGATION: FY 1994; ESTIMATED COMPLETION DATE: FY 2005

Purpose: Accelerated development and growth of private enterprises.

USAID Role and Achievementsto Date: Business development is essentid to create jobs,
generate income, expand the availability of goods and services, increase tax revenues and
achieve other economic benefits, especidly at the locd level. However, Ukrainian entrepreneurs
lack market-oriented business skills and support services. The legd, regulatory and loca
politica environment does not yet encourage the growth of competitive businesses. Agriculture
¥, comprising nearly 30% of GDP and 2.0% of employment %4 is criticd to creating a
successful market economy. Overdl, the economy is marked by a high level of insolvency, and
Ukraine must continue its good progress toward implementing a bankruptcy system that
provides for reorganization of enterprises. Ukraine must aso continue developing a framework
for indtitutiondizing rules regarding property relations and a system for enforcement of contracts.
Of key importance to Ukrain€e's critica accession to the World Trade Organization (WTO) will
be to ratify and implement legidation conforming to basc WTO standards.

Having reached its objective of asssting Ukraine to privatize eight thousand medium and large
state enterprises, USAID isfocusing substantia resources on the development and growth of
private enterprises in Ukraine. Mgor activity areas under this objective include: smdl and
medium enterprise (SME) development; legd, regulatory and policy reform to improve the
overdl environment for business; enterprise restructuring; and improved private sector
agricultura production.

To date, the 12 USAID-supported business service centers have provided advice, training and
information to over 10,000 businesses. Proposed and recently enacted changes to the principa
tax laws affecting SMIEs will hep to promote SMIE devel opment within the officia economy.
Smplified, formsfor smal busnesses are in preparation for both the vaue-added tax and the
enterprise profits tax, dong with clear informational materials. USAID is dso assgting the State
Tax Adminigration (STA) with training in understanding and auditing tax returns based on
international accounting standards (IAS). Over 1,000 Ukrainian accountants and auditors are
being trained in IAS, reporting and managerid accounting, and anationd certification program
has been established. USAID is dso supporting severd programsin smal business lending,
including the Western NI S Enterprise Fund, Eurasia Foundation, credit unions and anew
microenterprise credit facility.

USAID has dlicited the cooperation of the Highest Arbitration Court of Ukraine (HAC) on
bankruptcy taw reform and intensive training to over 100 arbitration Court judges has resulted
in better bankruptcy adminigtration. With the enactment of amendments to the pledge law,
provison for a collaterd registry for pledges of movable property has been made, creating e



firm basis for secured lending in Ukraine. With the help of USAID assstance, the Anti-
Monopoly Committee (AMC) has moved aggressively to develop necessary statutes, interna
and invedtigative procedures, and enforcement mechanisms, gaining internationa recognition for
its progress. Also as aresult of USAID assistance, the accession process to the WTO is well
advanced. USAID aso has addressed the need for commercid law reform with assstance to
the drafters of the proposed Civil Code of Ukraine, which will establish the overal framework
for civil law in Ukraine. USAID has dso initiated a program of deregulatory reform aswedl asa
program to enhance the enforcement of contracts and judgments.

In agriculture, twelve Farm Service Centers have been established with strong U.S. private
sector participation, providing an dternative to state-run input supply and marketing channels.
Twenty more such centers are planned, with arevised focus on serving smdl, private farmers.
Development of a private farm finance company has been completed, and acommercialy
driven, private sector EXIM credit program is now in development, which will make seasond
and medium-term credit available for input purchases. The GOU has agreed to rapidly privatize
more than three-quarters of the grain eevator and storage industry. Nine commodity exchanges,
aswell as an exchange association, are in operation, and the GOU has announced its intent to
make future grain procurement through the exchanges rather than the old state order system.
Regtructuring of collective farms and land titling work has been carried out on famsin 13
oblasts and will be expanded to six more, for atota of 19 out of 25 oblasts.

The West NIS Enterprise Fund has booked close to $26 million in investments to dete, with
another $19 million committed. Some of the Fund's companies are into their second year of
operation and beginning to show impressve results. The Eurasa Foundeation funded ten loans
through itsinitid smal businessloan program and has negotiated a program agreement with a
new bank to continue the loan program.

Description: USAID is promoting entrepreneurship by asssting Ukraine with (1) tax and
regulatory changesto dleviate the burden on SMEs while encouraging compliance; (2) the
adoption of IAS; (3) the adoption of deregulation measures, (4) business skill development,
induding afocus on the sustainahility of the USAID-supported Business Services Centersand a
broad-basad business education program; (5) smal business incubators; (6) financing, including
such programs as smdl business lending, microenterprise credit, credit union development,
leasing and franchising; and (7) the establishment of aloca and nationa mandate for SMIE
support, including ahigh-levd initiative that brings Poland's experience to bear on Ukraine's
SME development. USAID isadso asssting loca business advisory organizationsin their efforts
to improve the business environment and, in collaboration with the Minigtry of Economy, has
established aNational SME Policy Task Force to develop effective and productive SME
support structures on the nationd and regiond leves. Other areas of emphasisinclude legd
reform to support a market economy, including a commercia legd framework, accesson to the
WTO, and bankruptcy and financia restructuring. In addition to a supportive overdl busness
environment, the successful restructuring of privatized enterprisesis dso key to the growth of
Ukraine's economy. USAID assistance is beginning to address such post- privatization issues as



consolidation of ownership; protecting ownership rights; introduction of restructuring tools,
financia resources and incentives, and the facilitation of bankruptcy to restructure or liquidate
the firm in the event of insolvency. USAID is dso supporting efforts to privatize land under
enterprises. In agriculture, the USAID program involves arange of land and enterprise
privatization, input supply, marketing, finance, private farm support and related policy reform
interventions.

Host Country and Other Donors; GOU participants include the Deputy Prime Minigter for the
Economy, the State Entrepreneurship Development Committee, the State Property Fund,
Committees for Land Resources and Urban Development, the State Customs Committee, the
Minigry of the Agro-Industrid Complex and the Interministerid Commission for Agrarian
Reform. Private Ukrainian businesses are mgjor development partners, aswell as beneficiaries
of assstance. The British Know-How Fund, the Germans, the European Union, and the EBRD
aso provide assstance in agriculture and enterprise devel opment.

Bendficiaries Proprietors and employees of micro, smal and medium-sized businesses benefit
from the various firm-level assistance activities and policy/regulatory reforms described above.
The business community &t large will benefit from bankruptcy reform and the introduction of
restructuring methods. All participantsin Ukraines internationa trade will benefit from WTO
accesson. Producers and consumers benefit from increased agricultura production and related
processing and distribution through increased incomes and lower food prices.

Principa Contractors, Grantees, or Agencies. Contractors and granteesinclude: the Alliance,
DAI, IRIS, KPMG/Barents, Sibley International, RONCO, the Recovery Group, Chemonics,
Price Waterhouse, the U.S. Department of Commerce, the U.S. Department of Agriculture,
lowa State University, Citizens Network for Foreign Affairs, Land O' Lakes, ACDI, VOCA,
the World Council of Credit Unions, the Eurasa Foundation, and the International Finance
Corporation.

Major Results Indicators:

Basdine Target
Growth of legdly regigtered firms 240,000 (1996) 20% increase (1999)
Number of businesses assisted through networks 400 (1996)  1200/year (1997- 99)
Private joint ventures in agricultura services

and processing 4 (1996) 34 (1999)
Percent increase in yields from land areas

using new technologies 30% (1996) 50% (1999)
Number of foreign joint ventures 50 (1995) 700 (1999)
Anti-monopoly enforcement: cases decided in

favor of preserving competition 31 (1995) 120 (1999)
Collective farms restructured/rationdized 0 (1995) 3,000 (1999)

Private housing maintenance contracts 4 (1995) 100 (1999)



. TITLE: Financia Reform, 110-S001.4
STATUS: Continuing

ES@ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999 $15,500,000 Freedom Support
m‘“l ' Act
INITIAL OBLIGATION: FY 1994; ESTIMATED COMPLETION DATE: FY 2004

Purpose: A more competitive and market-responsive private financial sector.

USAID Rale and Achievements to Date: Although the contours of a market-based financid
system are beginning to form, the fundamenta infrastructure remains week. Because Ukraineis
rapidly being integrated into internationa financial markets, there is a danger of asystemic
financid crigs. Asseenin dl too many countries, thisin turn can adversdy impact the redl
economy and jeopardize Ukraine's fragile and nascent economic recovery.

USAID'sfinancia sector program in Ukraine focuses on (1) banking (2) government securities,
(3) capitd markets development and (3) collatera law reform and registry development in order
to build the infrastructure to support secured lending. USAID is asssting the National Bank of
Ukraine (NBU) to develop professional capacity to exerciseits prudentia regulatory
respongbilities, thus promoting a safe and sound market- oriented banking system. A more
efficient government securities market will promote more effective monetary policy operations
while helping to build confidence among foreign and locd investors in Ukraine's economy.
USAID isdso helping to transfer commercid risk-based banking skills to Ukrainian banks and
to promote the use of good banking practices. USAID's capitd markets devel opment program
isassgting Ukraine to put in place the fundamenta elements of securities market operations and
regulatory oversght. The first phase of the collateral program succeeded with the enactment in
November 1997 of an amendment to the Law on Pledge, providing for a State Pledge Registry
for movable property. The program will now proceed with implementation of the Registry, as
required by the new law to be established by July 1, 1998.

With the hdp of USAID assstance, Ukraine has one of the mogt efficient eectronic funds
transfer systemsin the region. As accounting is crucid for the efficient dlocation of resourcesin
amarket economy in both and public and private sectors, USAID supported the formation of
the Ukrainian Federation of Professiona Accountants and Auditors, which was approved asa
sdf-regulatory organization for accounting and audit professionas. This organization, the first
associdion of itskind in the former Soviet Union, now has over 1,400 members, 18 fully
operationa regiond chapters throughout Ukraine and six standing committees. USAID-funded
banker training, conducted by the Nationd Bank of Ukraine's Training Center and by the
International Management Inditute of Kiev, has provided innovative and cogt effective training in
finance, accounting and management to 3,100 Ukrainians. The Securities Commisson was fully
empowered to oversee capital markets activities and completed its first enforcement case,
sanctioning the offending investment company for trading its own securities and not disclosing
required information on its activities.



Description: USAID's financid sector program provides assstancein (1) bank supervison at
the NBU, including support for on-Site supervision capacity, bank rehabilitation, and support for
the development of the lega department; (2) internationa accounting standards conversion at
the NBU, including strengthening internal controls and audit procedures; (3) banker training,
focusing on the salf-sugtainahility of the banking school and theinitiation of aregiond traning
program to extend the program to banks outside the capitd; (4) government securities markets,
induding support for implementation for the Nationad Depository Law; (5) establishment of a
corporate disclosure and corporate governance program for dl large open joint stock
companies, (6) initiation of s securities commission enforcement program; and (7) nationwide
expangon of the over-the-counter trading system and support to key inditutions of the securities
market: Broker-Deder Association, Inter-regiond Securities Union Depostory and the
Professonad Association of Regigtrars and Depositories.

Host Country and Other Donors; Financid reform activities are coordinated with the EU, the
World Bank, the IMF, the British Know-How Fund, and the GOU, principaly through the
National Bank of Ukraine and the Securities and Stock Market State Commission.

Berdfidaries The entire private financid sector will benfit directly from these activities, aswill,
by extension, enterprises and households who need access to finance.

Principal Contractors, Grantees, or Agencies. USAID's activitiesin financia reformare
implemented by KPMG-Barents, IBTCI, Financia Markets International, Price Waterhouse,
IRIS and Financid Service Volunteer Corps and the Ukrainian Center for Certificate Auctions.

Major Results Indicators:.

Badine Target
Banking sector investment in private sector
and households (% of total bank credits) 36% (1995) 55% (1999)
Securities market capita as a% of GDP .005% (1995) .050% (1999)

Assets of ten largest private banks as a
% of assets of state-owned banks 35% (1995) 68% (1999)



. TITLE: Energy, 110-9001.5
STATUS: Continuing

S5~ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $44 050,000 Freedom Support
m,“'", Act
INITIAL OBLIGATION: FY 1995; ESTIMATED COMPLETION DATE: FY 2005

Purpose: Economicaly sound/environmentaly sustainable energy system.

USAID Role and Achievementsto Date: USAID viewsthe financid viahility of the energy
sector as akey dement to Ukraing's economic transition. Ukraine depends heavily on foreign
sources for fud, particularly Russia, importing more than 80% of its gas and more than 95% of
itsail. At the same time, Ukraine has aso had to import large amounts of cod, despite itsown
Szeable deposits, because of poor ddivered qudity and inefficient distribution mechanisms.
Nuclear power holds great potentid, but is problematic due to the Chernobyl disaster. Ukraine
has built up over $1.7 billion in energy debts since independence, financed dmost entirely
through credits from internationd donors. Ukraine is dso amgor contributor to globa climate
change.

USAID's energy program for Ukraine focuses on (1) energy sector restructuring, including
power, cod, oil and gas; (2) improving energy efficiency of industrid enterprises through energy
audits and adoption of low-cost/no-cogt efficiency measures, (3) improving energy efficiency
and reducing costs in the municipa sector; (4) increasing public awareness of the country's
energy issues and problems; (5) addressing the socid and economic impacts of the closure of
Chernobyl; (6) promoting private sector development through demand- side management
programs, (7) developing private Ukrainian energy service companies (ESCOs); and (8)
providing opportunities for dternative energy sources. Success in these areas will help address
Ukraineésrolein globd climate change.

With USAID assistance for power sector restructuring, Ukraine has (1) divided its origina
integrated regiond monopoalies into four thermd, one nuclear, and two hydro-eectric generating
companies (GENCOs); a high-voltage network enterprise, and 27 loca eectricity digtribution
companies (LECs); enacted the Energomarket Members Agreement on power market rules,
and appointed a Board of Directors to administer the technica market operation and market
funds ditribution; (2) created an independent regulator, the Nationa Electricity Regulatory
Commission (NERC), to oversee wholesale market operation and set market- based eectricity
tariffs, (3) initiated the wholesale market through the active bidding of generating companies;
end (4) started a transparent, market-based system for power sector funds alocation in
accordance with Energomarket Rules and a Market Funds Procedure. The GOU has dso
taken vigorous measures to address financia problems and has agreed to develop a
comprehensive plan for financia recovery centered upon privatization.

The Ukrainian power utilities partnership program has been viewed as a flagship program,
successtully delivering the best of Americas expertise in technica and commercid operation in



the power sector. These partnerships have proved to be extremey successful, with reformsin
metering, hilling, collections, business orientation, and preparation { or privatization.

USAID's assstance to promote energy efficiency has resulted in a projected 31.2 million cubic
meters reduced annua natura gas usage and tota annual savings of more than $5 million among
sx enterprises. As part of the Lviv vodokanal project to decrease operating costs and improve
water service, the ingdlation of energy efficient pumps has resulted in a 75% increase in water
service.

Description: USAID assistance to Ukraine's power sector is aimed at facilitating the financia
recovery of the power industry. By agreement with the GOU, World Bank and other donors,
USAID focuses on a number of activities, including (1) providing technical assstanceto the
newly-established Inter-ministeriad Work Group on Power Sector Financia Recovery; (2)
working with sdlected loca dectricity distribution companies to increase cash collections and to
prepare for privatization; (3) working with power generating companies on restructuring
mechanisms to develop optiona arrangements for current supply and debt offsets with cod
suppliers; (4) providing an independent expert economic andyss of operation at fossl-fud
power plants to identify measures to reduce operation and maintenance expenses, (5) working
on market funds procedures to ensure that al forms of payments should be counted,
documented and disbursed to market members; (6) strengthening Energomarket Board
functions adminigratively, aswell as promote interaction with work groups and the NERC,; (7)
working with the Nationa Digpaich Center to ensure that it plays aleading role in the technical
operation of the wholesde market and bringing scheduling, dispatch, and settlement of the
GENCOs hids in accordance with the Energomarket Rules; (8) assisting the NERC to become
more proficient in itsrole of regulator for the power sector, with additional assstance in the area
of oil and gas regulation to help the NERC meet the chalenges given its new regulatory
authoritiesin oil and gas.

Other activitiesin which USAID is engaged include (1) training for the Ministry of Energy
including an MBA program for managers in the electricity sector, with expansion into the oil and
gas sectorsin the near future; (2) a utility partnerships program, which will be enlarged and dso
expanded to include partnerships in the oil and gas sector; (3) an dternative fuel center to
develop cod-bed methane as a commercidly viable product; (4) assstance in preparation of
business plans to attract investments for the most productive coa mines; (5) assstance to
develop alegd and regulatory framework for the oil and gas sectors, as well as assistance with
private and Strategic investment in gas trangt systems and market development; and, (6) energy
efficiency, induding severd activities in demand-sde management, indudrid energy efficiency
resulting in reduction of natura gas usage and monetary savingsin industrid plants, indudtria
energy audits and development of eight private energy service companies.

A sizable portion of resourcesis aso alocated to Chernobyl. USAID has had amgjor rolein
designing an action plan to ameliorate the socid impact on Ukraine of the Chernobyl's facility
closure. USAID is dso rendering support to ensure an ecologicaly sound sarcophagus at



Chernobyl, safety parameter display systems, and increased nuclear energy efficiency. Other
implementersin this effort include the U.S. Department of Energy and the EBRD.

Host Country and Other Donors. USAID works with the Ministry of Power and Electrification
of Ukraine, the State Committee on Energy Policy and Energy Consarvation, the Ministry of
Indudtrid Policy, and regiond adminigtration in the Lviv, Dnipropetrovsk, and Donetsk Obladts,
and coordinates with the activities of the British Know-How Fund, the EU, the World Bank, the
European Bank for Reconstruction and Development, and the EU. The governments of
Switzerland, the Netherlands, Canada and Japan aso provide energy assistance.

Beneficiaries USAID energy reform ass stance benefits newly corporatized eectric generating
and digtribution companies, the NERC, industrial and municipa energy users and the cod
industry.

Principal Contractors, Grantees, or Agencies. Hagler-Ballly and Partnersin Economic Reform
(PIER) are USAID's energy activities implementors, with support from USAID-funded advisors
from the U.S. Department of Energy. Energy efficiency projects are implemented by Burns &
Roe Enterprises, Alliance to Save Energy, CH2 M Hill Internationa Services, and the World
Environmental Center.

Major Results Indicators:

Badine Target
Reduction in budgetary subsidiesfor (a) power (a) 625 (1995) (a) 400 (1999)
and (b) cod sectorg($ millions) (b) 1.6 (1995) (b) 1.5 (1999)
Percent of energy consumption above OECD levels  30% (1995) 15% (1999)
Private investment in the power sector (9 millions) 0 (1995) 750 (1999)
Percentage of tons of emissons reduced from 1.1m SOL 10% reduction
thermal power plants 23 noxious gases from basdine

(1995) (1999)



TITLE: Environmental Management, 110-S001.6

——gg— SIATUS New
@ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $4,500,000 Freedom Support

OTETE]
aRgaer Act
' INITIAL OBLIGATION: FY 1999; ESTIMATED COMPLETION DATE: FY 2005

Purpose: Improved capacity for environmental management to promote sustainable economic
growth.

USAID Roale and Achievements to Date: Earlier USAID activitiesin environmenta health
devel oped a strong linkage between environmenta concerns and economic development. Initid
work helped define preliminary nationd policies and legidation regarding the environment and
demongtrated through pilot programs better environmental management practices.

USAID supports the Ukraine Council and Work Group Program to Promote Sustainable
Development, which was created to identify ingtitutiond barriers to sustainable devel opment and
work toward establishment of nationd policiesto help overcome these barriers. Under
USAID's auspices, the U.S. Environmentd Protection Agency is managing the establishment of
anew environmenta resource center in Ukraine Smilar to that successfully operating in
Budapest for Central Europe. Among other things, the center will provide a linkage between
industry and environmenta standards required to participate in the world market place.

In the water sector, USAID is assgting the city of Lviv to establish an economicadly and
technicaly sustainable municipa water utility (vodokand) through sgnificant improvements to
energy efficiency, reduced leskage and improved hydraulic pressure. USAID is collaborating
with the World Bank to assg Lviv in qudifying for a $40 million loan to upgrade the water
infragtructure, In addition, USAID is planning a 6-10 city roll-out of the Lviv program to
achieve more efficient and economicaly sustainable municipa water utility operations. USAID's
Kaniv Reservoir project completed the development of a point source water quality assessment
and monitoring model. Laboratory equipment has been procured and awater quality
assessment and monitoring laboratory established within the Ministry of Environment. USAID is
applying the modd to the Lower Dnieper River Estuary project. A USAID grant supported
technology transfer and the establishment of ajoint venture enterprise, which can produce a
compact, cost-effective, smdl-system drinking water purification units for areas in need.

In the Carpathian region, USAID supports environmentaly sound smal businesses in the wood
processing industry to reduce the timber required for operations for more efficient resource
utilization, and reduce waste products and usage of energy-inefficient equipment. An action plan
has been deve oped which identifies immediate opportunities for partnerships with U.S. private
enterprises and other donor sources to initiate investments in environmentally sound businesses
in the wood- processing sector.

Within the large industria sector, waste minimization/energy conservetion demondration
projects at enterprises |located in the Donetsk and Dnipropetrovsk regions have dready yielded



severd millions of dollars of annua savings, increased indudtrid energy efficiency and the
prevention of hundreds of tons of pollutant from being released into the environment.
Companieslike the Azovsd Metdlurgicd Plant in Marioupol are replicating waste minimization
actions using their own investment funds. USAID is aso supporting the establishment of private,
energy service companies that will continue to develop an indigenous business sector that
promotes and expands implementation of energy efficient measures. In the agriculture sector,
USAID is demondtrating and transferring dternative gpproaches and techniques for pest and
pesticide management. Currently the project is addressing issues related to stockpiled
pesticides, pesticide storage, and registration of pesticides.

In the context of USAID's Chernobyl-related work, USAID funded the procurement of a
Mobile Radiological Laboratory. The laboratory will be used to support radiological
assessments like that currently planned for the town of Slavutych (located 30 km from
Chernobyl). USAID, in collaboration with the EU and GOU, published an action plan to
address the socid impact of the closure of Chernobyl.

Destription: USAID's environmental program aimsto (1) promote an integrated gpproach to
the environmental and economic policy development and planning processes of nationa and
local policy making inditutions; (2) build locd capacity within the government, the private
sector, and the NGO community to creete an indtitutional framework that will provide guidance
on environmentd issues while supporting Ukraing's trangtion to a market economy; (3) develop
safer and more economicaly sustainable potable water infrastructure and environmentaly
sugtainable agriculture and industrid sectors; (4) increase Ukrainian Government's compliance
with internationa environmenta standards and guiddines, (5) address the socia impact of the
closure of Chernobyl; (6) promote energy efficiency and energy conservation technologies and
processes, and (7) under the Chernobyl MOU as well as through the G7-Ukraine Nuclear
Safety Working Group activities, provide staff support for monitoring and facilitating least cost
energy investments, decommissioning, safety upgrades, and sarcophagus implementation plan.

Host Country and Other Donors. USAID coordinates with the Ukraine-U.S. Council and
Work Group Program, whose members are drawn from the Government of Ukraine, including
gx Cabinet Minigters, and from loca and internationa private sector companies, NGOs, and
the international community. USAID cooperates with the World Bank on the upgrade of Lviv's
water supply and industrial waste management in Donetsk. The EU isa partner on the
Chernobyl Socid Impact Study and on environmentd proposals and programs. Discussons are
continuing with EBRD on energy efficiency invesments. USAID participates actively in UNDP
environment donor meetings. Through the Chernobyl program USAID collaborates with UK,
Canada, Japan, Italy, France, EU and many other donor countries.

Beneficiaries Currently the primary beneficiaries are the citizens of Lviv, Donetsk,
Dnipropetrovsk, Kiev, Crimea, Slavutych, Ivano-Frankivsk, Kharkiv, and Odessa



Principal Contractors, Grantees, or Agencies. CH2M-Hill has been USAID's principd
implementor for Ukraine environmenta activities snce 1994. With this contract ending in
September 1998, the principa follow-on contractor is currently being determined. USAID has
aso funded advisors from the U.S. Environmenta Protection Agency and the Department of
Energy. Other implementersinclude Virginia Tech, World Environment Center, Hagler Ballly,
Management Systems Internationd, ISAR, Burns & Roe, Alliance to Save Energy, Biodiversity
Support Project, and City University of New Y ork.

Major Results Indicators:.

Badine Target

Environmentd laws and regulations

include market incentives 0 (1995) 7 (1999)
Increased access to water services (hours)

by hospitals and other public activities 0-3 (1996) 24 (1999)
Number of environmental education centers

established 1 (1995) 4 (1998)
Number of independent energy efficiency

and waste reduction organizations 0 (1995) 20 (1999)
Safer more economicdly sustainable pesticides

practices adopted in agriculture (# of programs) 0 (1995) 3 (1999)

Safer more efficient production practices adopted
by industry (plants with clean technologies) 0 (1995) 1,000 (1999)



. TITLE: Citizens Participation, 110-S002.1
STATUS: Continuing

S~ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $5,000,000 Freedom Support
m‘“l ' Act
INITIAL OBLIGATION: FY 1995; ESTIMATED COMPLETION DATE: FY 2005

Purpose: Increased citizen's participation in political/economic decision-making.

USAID Role and Achievementsto Date: USAID is promoting the active participation of citizens
in political and economic decision-making through support to civic action groups, public-policy
NGOs, the news media, politica parties, and democratic free trade unions. USAID asssts
government entities with improving eection adminigtration, drafting legidation, and educating the
public on the democratic process. USAID supports the production of nonstate daily and
weekly news programs which are broadcast nationwide, improved operation of newspapers as
well as development of a cadre of news professionds in both the print and broadcast media.
USAID programs provide technical assistance, training and accessto information, and to a
lesser extent commodities, to counterparts in the Ministry of Justice, the courts, Ukraine's top
law schoals, the Rada % including key committees and palitica factions % the presidentia
adminigration, the Centra Election Commission, legd associations, and municipa governments.
Programs aso provide training and support to lega professionds, law students, and non
government organizations working in the sphere of legd reform.

Asaresult of USAID assistance, non-government newspapers now directly compete with
government newspapers. One regiona paper increased its subscription rate by more than 10%
soon after receiving USAID-funded ass stance and advice on advertisng, financid managemernt,
and product design. Virtudly dl of the leading journdists and media technicians working on
today's most successful non-state TV news programs previoudy received USAID-funded
training and/or worked at the USAID-funded media center. Qudity informationa programs
produced by the media center are broadcast on state TV, including the daily news program,
Vikna, which sets the stlandard for news reporting. Although the government has dropped
independently produced news programs from the state channels, most of the USAID-
sponsored programs continue to be aired on independent channels. The formerly USAID-
funded non-profit training and production facility has become affiliated with the flagship Sation
of anew commercid network of independent TV stations reaching every region of the country.
Ongoing training programs for regiond journdigts cortinue to produce news programs of such
high qudity that they are sought by independent TV companies.

Since 1991 the number of non-governmenta organizations (NGOs) has grown from a handful

to gpproximately 5,000, and thousands of Ukrainians, including judges, journdidts, attorneys,
newspaper managers, politica party activists, NGO leaders, civic activids, legidative drafters,
municipa government leaders, law faculty, and trade union leaders, have recaeived training thet is
directly applicable to their democratic reform efforts. With USAID assstance, Ukraine adopted
anew dection law that diminated many problematic provisonsin the previous law such asthe



50% minimum voter turnout requirement. Also with USAID assistance, a non-governmenta poll
monitoring organization was created to serve as an eection administration watchdog.

Citizens and NGOs are pursuing, and often prevailing in, legd chalengesto activities that have
caused, or would cause, environmenta damage. As aresult of NGO advocacy, there have been
reversals of government policy that had previoudy been determined to be outside the interest of
the citizens. Courts have ordered damage awards to citizens whose legd rights had been
violated, such as the case in which the courts ordered an enterprise to reinstate and compensate
the chairman of an independent trade union who had been fired for his union activities. Public
poalicy journds and public opinion polls are being published, a popular palitical TV program is
produced by an influentid public policy NGO, and human rights and freedom of press violaions
are being monitored and publicized by watchdog NGOs.

Specificaly with regard to women's issues, with USAID support the number of active women's
NGOs has doubled since 1996. Unbiased public information on human rights, legd defense,
hedlth, access to western scholarships and grants, and advocacy issues is being utilized by an
increasingly wider network of Ukrainian women. Three women's credit unions have also been
created to support rura women entrepreneurs and farmers. Unemployed women, representing
over 70 percent of Ukraine's unemployed workforce, are becoming smal business owners,
contributing to privatization of the economy. Asfollow up to the Fourth World Conference on
Women in Beijing, representatives of a consortium of Women's NGOs drafted a Ukrainian
Nationa Platform for Action which was adopted by the Ukrainian Parliament as a Resolution on
September 8, 1997. As aresult of the Consortium's advocacy efforts, many Ukrainian women's
organizations now St on nationa and locdl leve advisory boards that are implementing the
articles of the Platform. Each implementor promotesinteraction and codlitionbuilding among
non-governmenta organizations to help build a civil society in Ukraine.

Destription: USAID is assigting Ukraine in the development of a professiond, independent, and
plurdistic mass media by encouraging journdigtic reform, helping raise professond standards
and increasing the flow of information in and out of Ukraine. USAID is dso working with the
government, palitical parties, candidates, NGOs, and the genera public to strengthen the
electord process and a representative form of government, seeking to promote public
undergtanding of, and confidence and participation in, Ukraines electord system. Through
public service announcements, town hal meetings, candidate debates, and other media, citizens
are given the opportunity to learn more about candidates and the electora process, and are
encouraged to take full advantage of their rightsin a representative system. USAID-funded
activities support various public- policy, advocacy, human rights, and "think tank™ organizations
to promote a more effective and sustainable role in the political process. These activities aso
srengthen Ukraine's civil society by increasing public avareness of and participation in, the
processes of political and economic reform. Thisis especidly important given the pervasive
public cynicism toward government and failure to engage the legal system or public policy
debate due to lack of trust and confidencein political processes.



Host Country and Other Donors. USAID works in concert with the Centra Election
Commission, committees of the Parliament (Rada), the Eurasia Foundation, the EU, United
Nations Development Program, the Canadian Internationa Development Agency, and the
British Know-How Fund. The Renaissance Foundation is aso active in citizen participation
activities.

Beneficiaries The Centra Election Commission, Ukrainian NGOs, politica parties, independent
media and trade unions dl benefit from USAID support for and promotion of citizen
participation and education activities. Ukrainian citizens dso benefit from system improvement
asamore informed electorate.

Principal Contractors, Grantees, or Agencies. USAID programsin this area are implemented by
Freedom House, Internews, the Free Trade Union Ingtitute, the National Democratic Indtitute,
the International Republican Indtitute, IREX, NIS-US Women's Consortium, Eurasia
Foundation and the Internationa Foundation for Electord Systems.

Major Indicators.

Badine Target

Percentage of people who believe they

could do something about an infringement

of rights by the government 6% (1996) 16% (1999)
Percentage of people who believe that

legd protection in defending their rights

and interestsis sufficient 7% (1996) 15% (1999)
Number of medium and large cities

(population greater than 250,000) with

coverage of nationa news by non-

government gations 3 (1995) 10 (1999)



. TITLE: Lega Systems, 110-S002.2
STATUS: Continuing
S~ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1999: $2,500,000 Freedom Support

& & & & & @ al Act
TN
| INITIAL OBLIGATION: FY 1995; ESTIMATED COMPLETION DATE: FY 2005

Purpose: Legd systems that support democratic processes and market reforms.

USAID Role and Achievementsto Date: USAID ass stance supports the development of anew
lega framework for Ukraine, advancement of congtitutiond and legd reform, establishment of e
professona and independent judiciary, and greater public knowledge of legd rights and the
lega system. USAID activities inherently promote efforts to combat crime and corruption and
promote trangparent and ethica government conduct.

USAID provided key support to Ukraine in the process of adopting anew Condtitution in
conformity with Western norms. USAID-sponsored conferences, publications, and TV shows
kept policy-makers, legidators, sudents and the generd public informed of the condtitutiona
drafting process. USAID was responsible for the introduction of pro bono legd dinicsat law
schools where students get course credit while providing free legal advice to pensoners and
others unable to afford private legd counsdl. USAID supported ajudicid training cernter to
teach new legidation and court procedures, and provided training to lawyers, judges and the
public on the substance and procedures of legd challenges concerning environmental impact.
USAID support to law schools resulted in the addition of 26 new subjectsto law school
curricula a top law departments. USAID has conducted training for hundreds of judges from
the Generd, Arbitration and the Condtitutiona Court on judicid reform and new Ukrainian
legidation. USAID funded the procurement of computer and printing equipment for the
Supreme Court and Supreme Arbitration Court to facilitate access to legal databases, printing
of court decisons and educationd materias, and the establishment of in-house continuing
educetion for dl judges, and provided each of the five largest law schools, representing 80
percent of law students, with in-house publishing equipment alowing them to reproduce new
course curricula

Description: USAID-funded lega assstance activities include legidative drafting support to the
Rada, presidentid administration, and Minisiry of Judtice related to the civil code, adminidrative
law reform, an ethics code for government officids, a freedom of information law, and other key
legidation; training and exchange programs for judges; procurement of computers and
databases for the Courts giving judges timely and reliable access to current legidation and
records of court decisons, court gazettes, and training materids, training for public prosecutors
in their new role under the new Condtitution; assistance revisng law school curricula and texts to
provide students with post-Soviet sudy materias, acquisition of Interna access at law schoals,
formation of an Association of Law Schools that win promote reformsin lega education and
strengthen standards for law school accreditation; development of an independent Nationd Bar
Association; continuing lega education programs for lawyers; introduction of pro bono legd
clinics a law schools; support to the Minigtry of Justice in designing information systems, and



srengthening its ability to review normative acts and procedures as required by law; grantsto
human rights, legd, and legd advocacy NGOs; support for mediation groups and dternative
dispute resolution mechaniams; and support for programs related to crime and corruption.

Host Country and Other Donors. The Minidry of Justice, Presdentia Adminidration, the
Nationa and Subnational Radas and the secretariat, and the courts are al actively engaged in
the reform process. USAID coordinaesits activities with those of EU, the Government of the
Netherlands, Canadian International Development Agency, the British Know-How Fund, and
other international donors, aswell asthe Ukrainian Legd Foundation. USAID isdso
coordinating efforts with the World Bank to ensure complementarity with the Bank's planned
Legd Reform loan.

Bendiciaries The Minigtry of Justice, Supreme Court, Higher Arbitration Court, law schools,
students, judges, lawyers, legidative drafters, and the Nationd and Subnational Redas dll
directly benefit from USAID's activitiesin legd system reform. The common citizen when
dedling with the legd system dso benefits from system improvements end more knowledgegble
jurists and lawyers.

Principa Contractors, Grantees, or Agencies. USAID's legd system reform activities are
implemented by Associates in Rurad Development (ARD), Checchi, American Bar
Association/Centrd and Eastern Europe Law Initiative (ABA/CEELI), Indiana University/US -
Ukraine Foundation, Search for Common Ground, Management Systems Internationa, and the
U.S. Association of Former Members of Congress.

Major Results Indicators:.

Badine Target
Adminigrative Law Code None (1995) Implemented (1999)
Number of oblast courts of generd jurisdiction
With access to current texts of law 0 (1995) 200 (1999)

Percentage of shareholders polled indicating
familiarity with basic enterprise shareholder
rights (responding "excdlent” or "good") 11% (1995) 22% (1999)



TITLE: Loca Government, 110-S002.3

= SIATUS: Continuing
“@ PROPOSED OBLIGATION AND FUNDING SOURCE: FY 1998: $5,500,000 Freedom Support

TP Ac
INITIAL OBLIGATION: FY 1995, ESTIMATED COMPLETION DATE: FY 2005

Purpose: More effective, responsible and accountable local government.

USAID Role and Achievementsto Date: USAID's mgor prioritiesin municipa development
are: increased participation and access by the mgority of Ukraine's population to information
about government operations, improved organizationda skills among nongovernmentd
organizations, and increased access to decision-making fora; improved financid planning and
municipa service ddivery; improved loca government capacity and increased locd authority;
and greater trangparency of government operations through increased publications of fisca
activity.

USAID has provided loca governments with training and technica assistance in management,
financid planning, municipa operations, and budgeting through both in-country and cross-
border exchanges with public and private organizations. Dramatic improvements in some
communities transportation services have resulted in significantly improved public perception of
local government. Four cities dso adopted financia analyss methods and operating/capita
budgets to help exercise their new authority to raise revenue and plan expenditures. USAID-
sponsored activities have promoted more open and responsive city government operations,
public accountahility of local officids, and increased citizen participation. Open, competitive
procurement procedures, budgeting processes, distribution of annua reports, and public
hearings have been introduced. A zoning manua has been didributed, and five cities aso have
developed zoning rules and enlarged boundaries and schemes of planning restrictions. Ten locd
governments were assted in indtituting and implementing computerized titling and regigtration.
Laws on Locd Sdf-Government and on loca State Administrations were passed. The USAID-
supported Ukrainian Association of Cities (UAC) asssted in drafting the Local Sdlf-
Government bill, and continues to work on loca tax, budget and fee issues, as well aslobby the
centrd government for greater decentralization.

The process for housing sector reforms has been documented in how-to manuas and mode
legidation and disseminated to 4,200 officids and thousands of resdentsin 196 locdities
throughout Ukraine. in late 1997, respongbility for this program was trandferred from the
American firm PADCO to anew Ukrainian NGO formed by Ukrainians who formerly worked
for PADCO. At theend of FY 1997, 70 separate resdentia building maintenance contracts
with private firms were in process, affecting more than 210,000 familiesin 35 cities. Resdents
of an additiond 1,110 buildings have formed and registered condominium associations (or were
nearing completion of this process) covering 102,500 more families.

The Urban Water Project in Lviv introduced a successful modd for financialy viable and
sustainable vodokanals. The USAID-funded Ukraine Council to Promote Sustainable



Development endorsed ingtitutional, management and tariff reforms for Ukraing's urban
water/wastewater sector which were included in the new Law on Taxation of Profit of
Enterprises. The Lviv Paschnawater distribution pilot project was completed successtully, after
increasing water output to 35,000 residents by 75%. In demongtration projectsinitiated in FY
1997, 42 compact, cost-effective water purification units are being ingaled in inditutions such
as hospitals where the lack of potable water poses a greet risk to public hedlth.

Description: USAID's municipa development program is focused on: improving loca
government management and adminidrative capacity (particularly in the areas of financid
planning and management, budgets, performance monitoring, and management); municipa
sarvice ddivery (including the longer term god of economic development); housing, land
management, and development (including zoning issues); supporting efforts of loca governments
to be more effective, responsive and accountable on a sustainable basis; developing and
disseminating models of good practice for loca government; building and strengthening
Ukrainian ingtitutions, including NGOs, aswdl as using Ukrainian and Polish professond and
indtitutiona resources; increasng citizen knowledge and participation in government; and
improving trangparency.

The Parliamentary Development Project, implemented by the USAID-supported Indiana
Universty/U.S.-Ukraine Foundation, is working with UAC, the President’s Foundation on

Locd Sdf-Government and the Association of Democratic Councils of Ukraine to train targeted
loca councils on legidative procedures, committee structures and operations, citizen relaions,
budget processes, and legidaive-executive rdations. The UAC will dso continue to work
toward future legidation needed to implement the condtitutional mandate to redefine municipa
functions, finance, control over property, and intergovernmenta relationships.

The USAID-supported Housing and Municipa Reform Support Center continues to promote
an emerging industry of private service companies that are more responsive to resdents needs.
Also, now that the mechanism isin place, the emphasis will be on encouraging resdertsto form
and register an unlimited number of associaionsin the years to come,

Building on the success of the Lviv Urban Water Project, two pilot roll-out projects are planned
within the next haf year, followed by up to 10 cities over the next three years as part of a
proposed World Bank project. The success of this effort hinges on building local indtitutiona
capacity to enable vodokands to establish tariff bases that fully cover operationd, capitd repair,
and investment costs.

Host Country and Other Donors: The EU has atechnica assistance project in the area of sdif-
government and a city twinning program focusing on cooperation between cities and the EU; the
UN Habitat 11 program conducts training courses for self-governance leaders in management;
the World Bank reviews intergovernmenta finances and sector |oans and has an Urban Coal
Pilot and Socia Protection Support Projects, The Canadian Internationa Development Agency
assgs the Ukrainian Academy of Public Adminigtration in becoming a sdif-sugtaining indtitution;




Polyp Orlyk Ingtitute for Democracy supports local government officids in Ukraine under a
Pew Grant; and the British Know-How Fund is strengthening regiond government in Crimea.

Bendficiaries Mayors, city adminigtrators, local government officids and policy makers are the
primary beneficiaries of these programs through increased loca authority and improved
management. The secondary beneficiaries are the citizens through improved services and greater
transparency of governmert operations.

Principa Contractors, Grantees, or Agencies. Research Triangle Indtitute, U.S.-Ukraine
Foundation, Academy for Educational Development, IREX, USIA, Eurasia Foundation and
ACCELS.

Major Results Indicators:

Badine Target
Increase in number of businesses 14,321 (Lviv) 1996 5,000 new (1998)
in registered Lviv and Kharkiv 19,916 (Kharkiv) 1996
Number of cities usng market-oriented
financid andysis methods 0 (1995) 25 (1999)
Law on locd sdf-government drafted, submitted,
passed, implemented, and enforced No action (1995) Enforced (1999)

Number of citieswith annud financid reports
made available to public 3(1996) 25 (1999)



: TITLE: Socia Benefits, 110-S003.2
STATUS: Continuing

S~ PROPOSED OBL IGATION AND FUNDING SOURCE: FY 1999: $9,900,000 Freedom Support

& & & & & @ al Act
TN
| INITIAL OBLIGATION: FY 1995; ESTIMATED COMPLETION DATE: FY 2005

Purpose: Improved sustainability of socid benefits and services.

USAID Rale and Achievements to Date: USAID is supporting reform of the Ukrainian socid
service sector with atwin strategy: fird, restructuring the socia service sector to meet long-term
needs of society, and second, meeting the immediate needs of vulnerable populations. This
work involves restructuring the respective roles of government and private sector, with a specid
effort being made to support and develop NGOs, which dready are serving vulnerable groups
and which have along-term role to play in arestructured socia services sector.

Since 1999, USAID's Counterpart Humanitarian Assistance Program (CHAP) has provided
more than $43 million worth of humanitarian aid to government socid service inditutions and
local NGOs providing needed socia services. Since August 1996, this program has provided
approximately $10 million worth of clothing, bedding, footwear, furniture, and other
humanitarian assstance to al 280 orphanages and boarding homes for the elderly and severely
disabled under the Ministry of Socia Protection. In addition to providing humanitarian support
to government socid service inditutions, USAID provides humanitarian aid to the most needy
through loca socid service NGOs. Since 1995, over two million needy Ukrainians have been
reached through more than 300 local NGOs.

USAID's Counterpart Alliance for Partnership Program (CAP) provides technica and financia
support to Ukrainian socid service and public policy NGOs. In partnership with four American
and one Ukrainian organization, CAP assists loca NGOs to address the needs of the elderly,
disabled, and disadvantaged children. CAP is aso working to improve the legd and regulatory
environment in which Ukrainian NGOs operate. Since October 1997, CAP has awarded 35
grants totaling about $400,000. In addition, 700 Ukrainian NGO leaders have received training
locdlly.

With USAID assstance, the GOU has created the first means-tested socia benefits program,
the housing subsdy program, in which five million families have recaived housing subsdies 0
that no family pays more than 15% of its income for housing and communa services. The
program has been very successful, increasing revenue to the GOU by approximately $1 billion a
year as families with higher incomes pay more for their housing and commund service cogts, and
showing the GOU the benefits of reforming its socid sector programs.

USAID's hedth financing reform program has enabled hedlth care leadersin Lviv and Odessa
to undertake reforms resulting in amore efficient alocation of their scarce hedlth care budgets,
initiation of cogt recovery, and implementation of cost accounting and cash management
systems. In 1997 adone, over 150 hedth care administrators end practitioners were trained in



financid management, hedth care system restructuring, and family medicine. Ukraine has aso
begun accrediting hospitals, which isimproving the quality of services ddlivered.

Description: USAID is providing technica ass stance to the Government of Ukraine and
humanitarian assstance to the people of Ukraine in order to reduce human suffering by
providing disaster relief and humanitarian ass stance to address the critica needs of vulnerable
groups, particularly children, the disabled, and the ederly. USAID is dso working to strengthen
the development of NGOs through partnerships between U.S. private voluntary organizations
and loca NGOs so that sustainable NGOs can provide needed socid services and advocacy
for citizens where the government and the private sector cannot. An important part of USAID's
NGO srengthening program isimproving the legd and regulatory environment under which
NGOs operate, given that the legal status of NGOs in Ukraine is not well defined. USAID is
aso improving the cgpability of the GOU to provide socid benefits and services that arefiscaly
sustainable and targeted to provide assistance to the neediest families. Thisincludes technica
assigtance to help refine and build support for the new income-based subsidy program on
housing and utilities, and to help develop a broader program of means-tested subsidies for the
needy. The hedth financing reform project is working to reduce the cost of hedlth care by
supporting reorientation of hedth care ddivery away from long hospitd stays and toward clinic
vidits, and by introducing market incentives. USAID's work in socia sector restructuring
includes asssting the GOU to reform their pensgon and unemployment systems and with
implementation of anationd socid protection data collection and monitoring system.

Host Country and Other Donors: Activities to help Ukraine develop a sustainable NGO sector
are on the agenda of many internationa donors and organizations active in Ukraine, including the
EU, Canada, Great Britain, Germany, Soros Foundation and MOTT Foundation. Price
increases for housing and communa services are a requirement of Ukraine's agreement with the
IMF.

Bendiciaries L ow-income Ukrainian children, and adults (especidly pensoners and women) at
selected gtesin Lviv, Odessa, Donetsk and Kiev are among the beneficiaries. Ukrainian NGOs
and charity organizations, hospitas, orphanages, boarding houses, invalids, the ederly, and most
other vulnerable groups benefit in some way from USAID activitiesin thisarea

Principal Contractors, Grantees, or Agencies. Chemonics, The Bancroft Group, Planning and
Development Collaborative International, FMI, Smith-McCabe, Abt Associates, Counterpart
Foundation, World Learning, and Eurasia Foundation.




Major Results Indicators:

Badine Target
GOU spending on socid benefits/services
as % of GDP 26.7% (1995) 20% (1999)
Percentage of housing and facilities costs
recovered as a % of-tota cost 4% (1995) 100% (1999)

Public support for targeting subsidies for the
poor vs. for dl citizens 45% (1995) 75% (1999)
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